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Foreword 

This volume brings together the principal results of a symposium on 
'Economic Development under Prolonged Occupation' held at St 
Catherine's College, Oxford University, England during the period 3 to 
5 January 1986. The symposium was sponsored by the Welfare 
Association, a private, non-profit, development assistance 
foundation in Geneva, Switzerland. The basic aim of the symposium 
was to stimulate research and discussion on issues of economic 
development in the Palestinian occupied territories, especially in light 
of the enormous complexities introduced into the process of economic 
development by a prolonged and repressive occupation. The sympo-
sium brought together a number of development economists, 
representatives from development assistance organisations and other 
individuals engaged in one facet or another of social and economic 
development in the occupied areas. They presented papers, 
exchanged experiences and generally struggled with the difficult 
issues raised by the search for concepts and methodologies suitable for 
the situation at hand. 

In all, eighteen research papers were prepared, of which fifteen 
were discussed at the symposium. The present volume contains 
thirteen of these papers, together with an introduction and a summary 
chapter prepared by the editor. The selection of papers for publication 
was made with a view to preserving the thematic unity of the various 
contributions, while keeping in mind limitations of space. In this 
regard, important and highly stimulating contributions to the 
symposium were made on relevant development experiences in other 
areas of the developing world, notably in South Africa (by Stanley 
Greenberg and Harold Wolpe) in the Basque Country of Spain (by Jose 
Ramon Elorza) and in Sri Lanka (by A.T. Ariyaratne), as well as on 
other issues related to the main theme of the symposium by Bassam 
Saket and Abbas Abdul-Haq. Some of this valuable work is referred to 
in the concluding chapter but, regrettably, not all of it could be included 
in the volume. 

This work, as can be expected, reflects both the strengths and the 
weaknesses of a book of essays. It comprehends numerous 
contributions and a variety of viewpoints, yet it contains the 
inevitable, and hopefully less than irksome, degree of duplication. 
Some subjects have been treated more fully than others, while others 
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still may have been left out altogether. Other limitations relate to the 
passage of time and the inevitable intrusion of events since the 
material was prepared (for the most part during 1986). This is 
especially relevant in the ever-changing and unpredictable conditions 
surrounding the question of Palestine in general and the occupied 
territories in particular. Some of the intervening developments would 
have merited inclusion and many would have provided useful updates, 
but probably none would have required fundamental changes in the 
central themes of this book. In any event, it is hoped that the omissions 
would prove minor in relation to the wealth of material presented. 

A more serious limitation, and a very specific one in this context, 
is the heavy reliance of researchers on data generated by Israeli sources, 
official and otherwise. The absence of sovereign Palestinian national 
institutions in the occupied areas and Israeli restrictions on the conduct 
of comprehensive and regular surveys to generate original data have 
forced Palestinian researchers into the troubling position of having to 
view their own society and economy largely through the eyes of their 
oppressors. Most of the researchers who work in this area are of course 
aware of this fact and some have tried to ameliorate its implications, 
but very few can, in the present circumstances, escape its effects on 
their analyses and conclusions. It is hoped that this state of affairs will 
stimulate further research into the statistical sources and methods of 
Israeli-generated statistics on the occupied areas thereby shedding 
light on their inherent limitations and paving the road for the eventual 
development of an authentic Palestinian data base. 

Numerous individuals participated in organising the symposium 
and in the subsequent preparation of the material for publication. Their 
counsel and assistance are gratefully acknowledged. I would like to 
express my great appreciation for the work of the Symposium Steering 
Committee, and particularly that of the host members at Oxford, Roger 
Owen and Robert Mabro. A debt of gratitude is owed especially to the 
late Professor Bakir Abu Kishk whose death, in June 1986, deprived 
us all of a valued colleague, a dedicated patriot and a respected scholar. 
Special thanks are due Mr Lakhdar Ibrahimi who, as a keynote speaker 
at the symposium and as a constant friend of the Association, provided 
keen insights and challenging thoughts on development in an eman-
cipatory context. Camillia Fawzi el-Solh, as symposium manager and 
in the numerous other essential roles she so capably executed, also 
deserves special thanks. Mohammed Shadid, John Richardson and 
Margaret Owen provided valuable assistance in various phases of 
preparing the material for publication and I am grateful to them. Other 
friends and colleagues graciously agreed to read some of the material 
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and their observations and comments are greatly appreciated. Need-
less to say, none of these pe~sons should be held in any way 
responsible for remaining errors or deficiencies. 

The views expressed in this volume, including those of the editor, 
are strictly those of the individual contributors and should not be 
ascribed in any way to the institutions with whom they are associated 
norto the institutions or individuals whose assistance is acknowledged 
here or in other parts of the book. More specifically, the Welfare 
Association, as a non-political, humanitarian and development 
assistance foundation, does not necessarily endorse any of the 
statements or views expressed in this volume. 

G.T.A. 
Geneva, Switzerland 

should 
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The Palestinian Economy under 
Occupation: 

Introduction and Overview 

George T. Abed 

The modem history of Palestine has evolved in the shadow of seem-
ingly endless political turbulence and human tragedy. After centuries 
of Ottoman rule, Palestine awakened, along with the neighbouring 
Arab regions, to high expectations of unity and independence. Instead, 
under the administration of a mandate sanctioned by the League of 
Nations, the Palestinian Arab people saw their historic homeland being 
progressively settled by the vanguards of a stirring Zionist movement. 
Horror and tragedy in Europe swelled the number of Jewish immigrants 
thus sparking Arab fears and rebellion. The British administration of 
Palestine, vacillating and even duplicitous at times, remained true to its 
commitments to the Zionist movement! as it presided over a decisive 
shift in demography and economic power. Forin less than three decades 
from the start of the Mandate, the Palestinian Arabs found themselves 
dispossessed of more than three-quarters of their land, and a majority 
of them dispersed as refugees across the landscape of the remaining part 
of Palestine and the contiguous Arab states. 

Less than one generation later, the Jewish state extended its control 
to all of Palestine, the Syrian Golan Heights and the vast Sinai Peninsula 
(since then relinquished). Today, the land of Palestine is inhabited by 
3.5 million Jews and 2.1 million Palestinian Arabs.2 Nearly 3 million 
more Palestinians3 live in a diaspora of their own, maintaining a 
precarious existence in neighbouring Arab states and in lands farther 
afield. 

The dramatic events of the last few decades have left deep scars on 
the physical, social and economic landscape of Palestine. The economy 
of Palestine had made notable advances during the later part of the 
nineteenth and early part of the twentieth centuries. It consolidated 
these gains and made further progress towards modernisation and 
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industrial development during the British mandate. As Roger Owen 
notes in his contribution to this volume, although the British viewed the 
Palestinian economy in the context of their own colonial mission and 
concerned themselves primarily with administration and security, 
several factors combined to spur economic growth and raise per capita 
incomes considerably during the period. Among these were the sub-
stantial inflows of capital and technology, the steady urbanisation and 
rising educational levels, the expansion of trade in both goods and 
services and, above all, the rapid industrialisation induced by the 
requirements of the Allied campaign in the region during World War 
II. 

The establishment of the State of Israel on the largest and most 
highly developed part of Palestine left the Palestinian Arab economy 
battered, dismembered, and severel y handicapped. The ensuing merger 
of the West Bank with Transjordan and the institution of Egyptian ad-
ministration over the Gaza Strip, while providing life-saving links to 
the larger Arab world, also confirmed the divisions wrought by the 
turbulent events of 1948/9. About 320,000 of the original inhabitants of 
the land conquered by the Jewish forces were displaced to the West 
Bank and about 180,000 to the Gaza Strip, while 160,000 more were 
isolated within the newly established Jewish state. Another 300,000 
found themselves in exile, mainly in Transjordan, in Lebanon and in 
Syria.4 

The Palestinians who suddenly found themselves an 'Arab minor-
ity' in Israel had to contend with the usurpation of most of their land, 
the dislocation and disruption of economic activity, and most important 
of all, the institution of emergency regulations governing virtually 
every aspect of their daily lives. More than two generations later, the 
national aspirations of this section of the Palestinian community remain 
unfulfilled. They are not fully integrated into the state of which they are 
citizens, yet they carry the burdens of estrangement from the larger 
Palestinian community. Despite notable advancements in levels of 
education and some hard-won improvements (and occasional break-
throughs) in certain economic sectors, the Palestinian Arabs in Israel 
continue to suffer from the inherently discriminatory policies of the 
Zionist state. 

It was, however, in the West Bank where the largest number of 
Palestinians lived. The links with the East Bank of Jordan had had a 
long, if variable, history even before 1948, but the fusion of the two 
banks in 1950, as Antoine Mansour notes in his paper, expedited the 
eastward flow of labour, capital and technology, which were attracted 
by greater economic rewards and the magnetic pull of political author-
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ity. West Bank public infrastructure and industry, and to a lesser extent 
agriculture, improved although somewhat more slowly than in the East 
Bank. Investment in housing, small-scale industries and tourism helped 
to promote growth in these sectors, with the necessary funds having 
come primarily from remittances of Palestinians in Jordan and other 
Arab countries. Mansour observes that in 1966, the West Bank realised 
a JD 9 million balance of payments surplus despite a trade deficit of 
more than twice that amount 

The Gaza Strip has often been called the 'forgotten comer of 
Palestine' and, in a more contemporary context, 'the poorer sister of the 
West Bank' . A flat, sandy strip of coastal terrain, 360 square kilometres 
in area, the Gaza S trip was shaped in the aftermath of the Zionist forces' 
sweep of the southern region of Palestine. By the time the Armistice 
Agreements were signed in 1949, the S trip had become home for more 
than 180,000 refugees from other parts of Palestine who, in sheer 
numbers at least, overwhelmed the indigenous population of about 
80,000. Under Egyptian administration, the Gaza Strip population 
grew to about 400,000.5 Little economic development took place 
during the period, although trade, especially with Egypt, prospered and 
remittances from workers abroad helped finance higher levels of 
consumption. The arable land that was available was more intensively 
developed with citrus and vegetables; fishing provided another avenue 
for economic activity. But as Ziad Abu-Amr notes in his paper, 
overpopulation and the severity of the resource constraints rendered the 
task of economic development exceedingly difficult. 

The 1967 war and the conquest by Israel of the remaining areas of 
Palestine created about 250,000 more refugees6 and brought under 
Israeli control over a million more Palestinian Arabs in the West Bank 
and Gaza. As Mohammed Shadid documents in his contribution to this 
volume, the occupation authorities immediately moved to seal their 
control over the areas' resources, most critically land and water, and to 
institute a myriad of regulations, via military orders, governing every 
significant aspect of the social, economic and political life of the newly 
disenfranchised Arab population. Military orders set up security zones 
over vast areas of land which could no longer be used by Palestinians. 
Quantities of water drawn from existing agricultural wells were virtu-
ally frozen at their 1967 levels, causing severe constraints on agricul-
ture and, ultimately, choking off growth in output of certain key crops. 
Arab banks were closed and replaced by branches of Israeli banks, 
while restrictions on the expansion of economic activity froze local 
employment opportunities. 

The adverse economic effects of the occupation were mitigated to a 
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degree by the oil-induced economic boom in the Arab countries during 
the middle and late 1970s, which attracted increasing numbers of 
Palestinian workers from the occupied territories. The remittances 
which these expatriates transferred to their families, always an impor-
tant source of income for residents of the West Bank and Gaza, 
increased considerably. They helped finance not only rising consump-
tion levels, but also some investment in more intensive agriCUlture, in 
services and, most notably, in private housing. 

The development promoting impact of these transfers, however, re-
mained limited. By the time the oil boom subsided in the early 1980s, 
the economies of the West Bank and Gaza had made little progress in 
achieving the structural changes needed for balanced development. 
Public physical infrastructure deteriorated for lack of investment and 
public institutions withered because of lack of resources, deliberate 
neglect and outright hostility from the occupation authorities. In both 
regions, the agricultural sectors weakened as large areas were taken out 
of cultivation and agricultural employment declined steadily. The 
industrial sector stagnated and, in several key respects, deteriorated. 
The combined effects of the emigration of the more skilled and 
entrepreneurial groups, together with the un favourably skewed skill 
structure of demand for labour in the Jewish economy, discouraged 
education and skill formation. Raja Khalidi refers to the 'de-skilling' of 
Palestinian manpower while Atif Kubursi notes the strangely negative 
relationship between education and employment. With trade flows 
between the occupied territories and the Arab markets restricted to a 
trickle, the territories' economy was forced to re-orient itself toward the 
dominant Israeli economy, creating an unequal and highly disadvanta-
geous relationship. By the mid-1980s, the combined GDP of the 
occupied territories amounted to no more than 4 per cent of that of 
Israel. 

In the meantime expropriation ofland by Israel in the West Bank and 
Gaza continued. By the mid-1980s more than half of the area of the 
former and about 30 per cent of the latter had been placed under Israeli 
controU The number of Jewish settlements exceeded 118 with a total 
population of about 65,000.8 Between 1967 and 1986, total expendi-
tures on establishing and maintaining these settlements approached 
US$ 2 billion.9 This is in addition to the intensive colonisation of the 
East Jerusalem area where more than 30 settlements have been estab-
lished, accommodating a Jewish population of more than 100,000.10 

In order to integrate the Jewish settlements more fully into the State 
of Israel, a new transportation and communication infrastructure was 
constructed to serve the settlements, generally by-passing Arab towns 
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and villages and redefining the shape of the historic Palestinian land-
scape. To complete the cycle of alienation and dispossession (and in a 
manner akin to that previously employed in the Arab areas conquered 
in 1948), the occupation authorities proposed in 1982 a 'land use plan' 
which would restrict Arab development in the West Bank and Gaza to 
certain zones within, and immediately around, Palestinian towns and 
villages.l1 This would leave the remaining, vast areas 'open' for exploi-
tation by Jewish settlements, or merely 'in reserve'. The important fact 
is that for the Palestinian Arab population, these areas would finally and 
permanently be kept out of reach. The plan itself has not been formally 
instituted, but given the history ofIsrael's actions since 1948, the plan, 
if unchecked, could materialise as yet another fait accompli. The 
minority Jewish population would thus ultimately dominate the broad 
landscape, leaving the majority Arab population confined to a restricted 
and progressively deteriorating constellation of under-developed 
towns and villages. The parallels with South Africa's Bantustan policy 
are striking. 

Grim as these conditions might be, the Palestinian communities in 
Palestine have persisted in their daily struggle to ameliorate the impact 
on their lives of the policies and practices of dispossession and 
occupation, while concomitantly fighting against the social and eco-
nomic ills they had inherited from a colonial past. 

The Arab community in Israel quadrupled in number between 1948 
and 1986 and, despite enormous handicaps, was able steadily to 

improve its own economic and social conditions. In 1954 only a handful 
of Arabs graduated from university; by 1984 the cumulative number of 
university graduates had approached 9,000.12 Dispossessed of the bulk 
of their land and allocated only a fraction of their share of the country's 
agricultural water supplies, the Palestinian Arabs in Israel have suc-
ceeded in overcoming these discriminatory policies in small but signifi-
cant ways. Raja Khalidi notes, in his contribution to this volume, that 
'the value productivity of a unit of water in Arab agriculture was double 
that in the Jewish sector in 1981/2'. This was achieved despite the fact 
that Arab agriculture possessed only a fraction of the capital enjoyed by 
its Jewish counterpart. 

In the West Bank, emigration had slowed the overall rate of 
population growth, but by 1986 more than 960,000 inhabitants were 
living thereY The Palestinians' irrepressible pursuit of educational 
opportunities, even in adversity, made for the establishment of five 
universities enrolling 10,400 students,14 all funded from Palestinian 
and other Arab sources. Although educational facilities and academic 
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standards in the public school system (under the responsibility of the 
occupation authorities) broadly deteriorated, the Palestinians' own 
efforts helped redress the decline through increased support to non-
government schools. 

Similarly, lack of investment in health facilities caused the number 
of hospital beds per 10,000 population to decline from 26 in 1974 to 18 
in 1985.15 With the help of voluntary work and largely their own 
financial resources, Palestinian communities were able to establish 
scores of clinics serving broad sectors of the urban as well as rural 
population and to fund improvements in hospital facilities as well. 

In the economic domain, the improvement in incomes was largely 
due to the rise in Palestinian expatriate remittances, assistance from 
Arab governments and international organisations, and the West Bank-
ers' own grudging toil in the occupier's economy. Agriculture shrank 
and industry stagnated. As Harold Dick points out in his paper on en-
trepreneurship, however, the industrial sector displayed surprising 
resilience nonetheless. In agriculture, Palestinian farmers, showing 
remarkable ingenuity under severe constraints, refocused their efforts 
on intensive, carefully irrigated agriculture, achieving remarkable 
gains in productivity. However, restrictions on water use and on 
marketing ultimately halted further growth in productivity and de-
pressed output. 

Creative and ingenious solutions to ostensibly intractable problems 
were being continuously devised in other sectors as well. As Laurence 
Harris explains in his paper, the closure of the banks made for the 
development and expansion of a rather sophisticated system of money 
changers that took on many of the tasks nonnally undertaken by banks. 
Official prohibitions on marketing of Palestinian agricultural products 
within Israel did not stop Palestinian farmers from finding means to sell 
a considerable share of their products there. A handful of industries 
were able to compete successfully with their Israeli counterparts, some 
even in the Israeli market. Restrictions on the planting of olive trees, 
always a symbol of the continuity and endurance of Palestinian agricul-
ture, did not prevent an increase in the number of such trees since the 
occupation. 

In the Gaza Strip, SOCial and economic conditions have always been 
more harsh and the prospects more bleak. The expropriation of land for 
Jewish settlements, the burgeoning population on an already crowded 
strip of land and the paucity of natural resources challenged the 
ingenuity and endurance of the more than half a million inhabitants. 
Lacking a port facility and suffering severe restrictions on its activity, 
the fishing industry in the Gaza Strip nonetheless showed remarkable 
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resilience. Prohibitions on the establishment of agro-industries based 
on the Strip's traditional citrus agriculture and crippling constraints on 
the marketing of citrus fruits have diminished this once-prosperous 
sector. But Gazans continued to market their citrus, even if in reduced 
quantities, and other forms of intensive agriculture have defiantly 
sprung up and survived. 

Health facilities in the Gaza Strip, traditionally weak and inade-
quate, slowly but decidedly deteriorated under occupation. The number 
of hospital beds per 10,000 of population declined from 25 in 1974 to 
17 in 1985.16 To help ameliorate the consequences of this decline a 
number of more modest facilities have been established by Palestinian 
voluntary institutions, some with the help of international development 
agencies. One local Palestinian health institution, prevented by military 
orders from receiving aid from the outside, prohibited from raising 
funds within the community and sanctioned against any expansion of 
services, somehow continues to operate and, in some instances, ex-
pand. The pursuit of educational opportunities also continued apace. 
The school population more than doubled and a university was opened 
with the help of Palestinian and other Arab funding. 

Thus, prevented from constituting a representative national author-
ity of their own, and governed by a surrogate power whose stewardship 
ranges between benign neglect and systematic repression, the Palestin-
ian people in the occupied areas have had to rediscover within them-
selves the strength to survive and to overcome. Voluntary organisations 
have been created to deal with the myriad of social and economic tasks 
that, under normal circumstances, would be performed by some organ 
of a state authority. Scores of such organisations now operate through-
out Palestine in various areas of education, health, culture and social 
services and engaging the energies of innumerable publicly spirited 
individuals. Particularly noteworthy is the prominent role of Palestin-
ian women in these organisations. This form of self-reliant develop-
ment appears to be transforming the mundane process of material 
improvement into an act of liberation and self-renewal. 

To the development economist, the situation of the occupied areas 
represents a daunting challenge indeed. In a third-world context, where 
most governments provide the minimal guarantees of sovereignty and 
the resources that can be mobilised by virtue of it, the task of social and 
economic development has been portrayed generally in the narrow 
terms of the allocation of resources towards desired ends. With the aid 
of international development agencies and their own state machinery, 
the less developed countries have formulated development pro-
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grammes and actively sought the resources to implement them. 
Although the achievements of the developing countries in the social 

and economic domains remain limited, their progress is at least unen-
cumbered by one crucial constraint. The typical less developed country 
is not occupied by a force that is bent on dispossessing the indigenous 
population. In such a country, development projects are commonly 
promoted, often subsidised and generally nurtured to maturity; they are 
not obstructed or deliberately starved for funds. Resources, above all 
land and water, are protected and developed, at least nominally, for the 
welfare of the community; they are not expropriated and denied. The 
productive sectors, especially agriculture and industry, receive pre-
ferred treatment in the form of publicly funded infrastructure, subsi-
dised credit and protected markets; they are not repressed or dismem-
bered. The educational system is often generously funded and is 
oriented to the developmental needs of society; it is not deliberately 
distorted and made irrelevant. Community-based, voluntary effort 
aimed at tackling local problems is generally welcomed and encour-
aged, not thwarted and harassed. 

The process of economic development takes on a distorted look 
when viewed through the dense prism of occupation, especially one that 
has endured for a generation. Almost half of the population living in the 
West Bank and Gaza has been born since the occupation began. More 
than three-quarters have grown to know no other condition.11 The 
economic consequences of a prolonged occupation, as distinct from a 
short-lived emergency measure, are grave and fundamental. A pro-
longed occupation threatens the core structure of the social and eco-
nomic system, and not merely its surface manifestations. Most econo-
mies can withstand brief periods of war-related restrictions and disrup-
tions to their productive machinery. But not many could do so for a 
generation or more. 

More importantl y, Israel's occupation of the West Bank and Gaza, 
if the fundamental tenets of Zionist doctrine are to be believed, 
represents not a prolonged foray into alien territory, but the extension 
of Jewish control over the remainder of the 'land of Israel' . This has the 
effect of redefining the nature of the condition that governs the lives of 
the Palestinian people in Palestine as it clearly goes beyond the notion 
of occupation. It is uprootedness and dispossession. Furthermore, the 
concept of dispossession in this context needs to be understood not only 
in the narrow sense of rendering the population landless, in itself a grave 
enough form of dispossession, but in the broader meaning of robbing 
the affected population of the material basis to live and prosper as a 
community and further to deny this population the right and means to 
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redress the grievances that arise as a result of this usurpation. Given that 
Israel's occupation has also sought to deny, restrict or expropriate the 
Palestinian people's own culture and symbols of national identifica-
tion, the concept of dispossession takes on an even larger meaning in 
the circumstances. 

How then does the specialist approach the question of economic 
development under conditions of dispossession and prolonged occupa-
tion? To begin with the omnipresent political context conditions and 
colours every activity undertaken within the framework of a develop-
ment programme. Economic activity is no longer neutral (if it ever 
was). Under these conditions, every development programme, every 
project, every economic act is to be judged as to whether or not it 
reinforces the occupation or weakens it, whether or not it promotes 
dependency or self-reliance. Moreover, some of the basic concepts of 
development that may be central in more normal circumstances some-
how lose their poignancy, while others, not even relevant, take on 
decisive weight. This has the effect of redefining priorities, strategies 
and even instruments of development. 

The goal of full employment, for instance, a constant feature of 
almost all development plans promulgated by the less developed 
countries, needs to be heavily qualified in the case of the occupied 
territories. Should employment be promoted even when virtually all 
new entrants into the labour force end up as marginal day workers in 
low-skill occupations in the Israeli economy? What does it mean to 
have 'full employment' in the context of such a grossly distorted 
economic structure? Similarly, the goal of maximising production and 
income (subject to resource and other constraints of course) needs to be 
re-examined in the circumstances. Would the mere fact that the higher 
income generated by say, an Israeli sub-contracting activity in the West 
Bank or in Gaza,justify this activity's economic superiority to a smaller 
cottage industry relying on indigenous raw materials, labour and 
markets? 

What is the impact on the drive to achieve higher growth in an 
agricultural orindustrial operation when, beyond a certain limit defined 
by the requirements of the local market, virtually all the extra output has 
to be marketed through channels over which the Palestinian producer 
has no control and where the probability that such channels will be 
blocked is overwhelmingly high? The severe constraints on the use of 
land and water also have similarly adverse effects on the development 
effort. All of this does not of course take account of the 'security-
related' risks that arise out of the conditions of military occupation (e.g. 
outright confiscation of land, area-wide curfews and large-scale deten-
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tions, destructive attacks on property by Jewish settlers). 
The development specialists represented in this volume all struggle, 

to varying degrees, with the issues raised here. Others who may be, in 
one way or another, associated with the development effort in the 
occupied areas and whose views may not be reflected in the selection 
of essays in this volume must also confront the difficult questions 
concerning 'development under prolonged occupation'. The answers 
that emerge vary from the one extreme which negates the possibility of 
any meaningful development under conditions of occupation, to the 
other extreme which advocates that any improvement in the living 
conditions of the people under occupation, no matter what the context 
may be, is a gain for development. These two views, and innumerable 
shades of opinion in between, may be gleaned from the papers in this 
volume, but also from the discussions among and within the agencies 
and individuals concerned with social and economic change in the 
occupied areas. 

The papers in this volume reflect a shared recognition of the severity 
of the constraints impinging on any programme for social and eco-
nomic development, but arrive somehow at varying conclusions. Yusif 
Sayigh deals with the question at the conceptual level and finds that 
'meaningful and far-reaching development cannot be achieved, or even 
sought, under the conditions of dependence-cum-dispossession. Given 
present constraints, the economies of the West Bank and the Gaza Strip 
can only be maintained at a low level of economic performance'. In 
such circumstances, Sayigh continues, 'it is unrealistic to set out to 
design broad plans and programmes for development'. Ibrahim 
Dakkak, however, dealing with the question also at a conceptual level 
but sensing the urgency of the matter from his vantage point, states that 
'social and economic development in the occupied territories is not a 
choice but a necessity. Israel's planned destruction of Palestinian 
infrastructure and deni" 1 of their right to develop must be countered by 
a strategy of resistance and development' . Concerning the articulation 
of a development plan or programme, this, Dakkak states, must be 
viewed as 'interim and transitional'. 

Other authors, while not denying the validity of the Sayigh thesis, 
nevertheless see windows of opportunity in the present situation that 
must be used to resist the tendency to stagnation and decline that 
pervade the economies of the occupied areas. Awartani, Abu Kishk, 
Abu-Amr and Dick offer a number of suggestions in this respect. On a 
grander scale, Dakkak follows through on his theme concerning the 
necessity of development and advances the thesis of sumud muqawim 
- resistive or dynamic steadfastness - as a strategy to confront the 
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challenge of occupation and dispossession in the domain of social and 
economic development. 

Perhaps a useful way of approaching the issue is to go back to a more 
basic interpretation of the mission of social and economic develop-
ment. Before one proceeds to discuss agriculture, industry, trade and 
finance (even before one begins to outline the basic functions of the 
economic system in the case of the occupied areas) one needs to address 
more fundamental questions still. How is cohesion maintained in a 
weak and vulnerable society under conditions of occupation, impover-
ishment and dispossession? How is the social infrastructure to be 
sustained so as to carry the burdens of implementing development 
programmes and activities? How is the prolonged isolation of the 
Palestinian community to be prevented from degenerating into self-
destructive divisiveness and alienation? 

Transposing these concerns into the social and economic sphere 
might serve to imbue them with somewhat more specific content and 
thereby make the approach more amenable to the formulation of a 
strategy of development. But first one must confront the inescapable 
conclusion stated by Sayigh, and not disputed in its fundamentals by 
any of the other authors, that genuine and far-reaching social and 
economic transformation of the occupied territories can only come 
about under conditions of full national sovereignty. This may not be a 
sufficient condition (much more would be needed as evidenced by the 
large number of fully sovereign states that have not achieved genuine 
development), but it is an absolutely necessary one. 

Pending the achievement of full sovereignty, what sort of develop-
ment is possible, and would such development be consistent with even 
a minimalist interpretation of the national aspirations of the Palestinian 
people? Clearly the question gi ves rise to fundamental issues at both the 
methodological as well as practical levels. The following essays help 
define and elaborate some of these issues and the reader is invited to 
explore the material at hand. One only hopes that those who do so will 
find the experience instructive not only for the situation in the occupied 
areas of Palestine, but also in the more generalised context of social and 
economic development under severely repressive conditions. 

NOTES 

1. Britain's promise to help establish a national home for the Jews in 
Palestine as expressed in the Balfour Declaration of November 2, 1917 was 
later incorporated into the Mandate document of July 22, 1922. For text of the 
Mandate document see: Palestine Government, A Survey of Palestine (3 vols., 
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Economic Development in 
Mandatory Palestine: 1918-1948 

Roger Owen 

I. INTRODUCTION 

The examination of the economic history of Palestine under the 
British Mandate presents a number of special problems. One is the 
absence of data about a great many important aspects of economic life 
and the highly political character of much of what does exist. A good 
example of the former is that the land survey was left incomplete, so 
that there is no proper record of the state of land holdings throughout 
the country. As for the latter, there were a whole series of highly 
charged political interventions by Arabs and Jews with respect to 
almost every important subject, from the very general - for example 
the size of what was known as 'the economic absorptive capacity' of 
Palestine in tenns of its cultivable area, its water resources, etc. - to 
the particular, for example, the number of Arab peasants displaced by 
Jewish land purchase or the volume of Arab or Jewish unemployment. 

Another problem is the fact that there has been very little academic 
work on the subject and that, for the most part, what there is deals 
only with the two decades up to 1939, ignoring the extremely important 
process of economic transformation which took place during World 
War II and just after. 

A third and final problem concerns the very difficult question of just 
what type of economy there was. To oversimplify greatly, those who 
have written on the subject tend to look at the problem through one of 
three different perspectives: Palestine as a colony (the preferred Arab 
view), Palestine as containing two quite separate economies with 
minimal interaction between them (theconventionaUewish view) and 
Palestine as a colony containing a capitalist and a pre-capitalist sector 
(the view favoured by writers influenced by Marxism or some 
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version of dependency theory). 
Toput forward my own view at this stage Ithink that all these three 

perspectives contain some important aspects of the truth. However, 
I also think that it is vital to begin the analysis from the position 
that, after the establishment of Palestine's modem borders in the early 
1920s, we are dealing with a single economy which was created and run 
by the British as though it was an ordinary colony with a Currency 
Board in London (rather than a Central Bank in Palestine itself), 
membership in the Sterling Area and a colonial pattern of revenue 
and expenditure with particular emphasis on administration and 
security and very little on government-sponsored development or on 
welfare services. However, it was a colony with some very special 
features, most obviously the commitment, written into the terms of the 
Mandate itself, to facilitate the establishment of a Jewish National 
Home. This at once obliged the British to concern themselves with 
questions of Jewish immigration and land purchase as well as, given 
Palestine's general lack of resources, with ways of stimulating 
economic development, for example by giving monopoly concessions 
to Jewish companies like those formed by Rutenberg to generate 
hydroelectricity on the Jordan River (1921) or the Palestine Potash Co. 
which exploited the mineral resources of the Dead Sea. 

Two more points are necessary in order to complete the 
introductory analysis. The first is that, although the Jewish 
immigrants created structures which had many similarities with those 
in the capitalist sectors dominated by the white settler colonialists in 
other parts of the British Empire, they also had a number of atypical 
features, notably the fact that their major economic links were not 
with Britain itself but with the wider world and that they were usually 
willing to forego short-term profits in the interests of the larger 
political project of establishing a National Home. This last was 
especially obvious in their drive to employ Jewish rather than Arab 
labour even when it was much more expensive and, more generally, 
to ensure that the Jewish community was able to enjoy a near 
European standardofliving in order to attract, and then to keep, new 
immigrants. Second, while it is true that the various separate enclaves 
of Jewish activity did tend to coalesce into something, which, by 
1936, could reasonably be called a 'Jewish economy', this entity had 
many more points of contact with the different sectors of the wider 
Palestinian economy than some writers generally allow, whether 
directly through land purchase or competition (for example in industry 
or in the huge investment in rival citrus groves in the 1930s) or 
indirectly through the differential effect of taxes, tariffs, wages, etc., 
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many of them mediated by the Mandatory government itself and the 
result of pressures put on it. I will now attempt to demonstrate these 
special features of the Palestinian economy in their historical context, 
beginning with an examination of the salient features of the ftrst two 
decades, 1918-1939, then focusing on the neglected period of World 
War II and ftnishing up with a brief conclusion outlining some of its 
more obvious political consequences for the tragic events of 1948 and 
after. 

II. THE ECONOMY, 1918-1939 

There are only a few continuous series of figures on which to base an 
analysis of the performance of the Palestinian economy before 1939. 
Of these the most important are those for population (based on the 
censuses of 1922 and 1931 together with later government estimates) 
(Table 2.1), foreign trade from 1922 onwards (Table 2.2) and the 
production of the principal agricultural crops from 1927 (Table 2.3). 
The one and only official attempt to calculate national income was 
made in 1944, although there are some unofficial estimates for the 
late 1930s. I will use these data to look at the growth of population and 
at the different economic and social characteristics of the Arab and 
Jewish communities, and then at trade, agriculture and industry, before 
making a few general comments about the overall performance of the 
economy during the whole period. 

1. Growth in Arab and Jewish population 

The population of Palestine doubled between 1922 and 1939, from 
750,000 to 1,500,000. This was largely the result of natural increase 
among the Arabs but it was also affected by increasing waves of 
Jewish migration: 35,000 immigrants between 1919 and 1923,82,000 
(1924-31) and217,000 (1932-38).1 The arrival of so many newcom-
ers, most of them with European education and consumption patterns 
and many of them with European capital and skills, clearly had an 
important effect on the economy. One way oflooking at this is in tenns 
of the degree of urbanisation of the two communities and their quite 
different patterns of employment. Whereas the Arab population was 
still largely rural in the mid-1930s with only a quarter of it living in 
towns, the Jewish population was just the opposite with three-quarters 
in towns and just a quarter on the land.2 Examination of the 
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occupational structure tells more or less the same story. While in 1936 
some 21 per cent of Jewish wage earners worked in agriculture and 20 
per cent in manufacturing with almost 50 per cent in services (roughly 
the same proportions as would have been found in contemporary 
Eastern Europe), the comparative Arab figures were 62 per cent 
agriculture, 8 per cent manufacturing and 14 per cent services? 

Table 2.1: The population of Palestine in selected years: 1922 - 1947 

Arabs' Jews Total 

1922 (Census) 668,258 83,790 752,Q48 
1931 (Census) 858,708 174,606 1,033,314 
1939 (Estimate) 1,056,241 445,457 1,501,698 
1944 (Estimate) 1,185,922 553,702 1,739,624 

1946 (Estimate) 1,200,000 600,000 1,800,000 

Note: a. includes 'Muslims', 'Christians' and 'others'. 
Sources: Palestine Government, A Survey of Palestine (3 vols., Jerusalem, 
1946), vol. 1, p. 41 and Cunningham Papers (St. Antony's College Oxford, 
Middle East Centre), Box 1, File 2, tg 1775 of 23 September 1946. 

Certain other features are also important to an understanding of the 
significant differences between the two populations. While the Arabs, 
with perhapshalftheirnumbers under 15 and few women in the labour 
force, had the same low labour participation ratio characteristic of 
most of the rest of the Middle East, some 50 per cent of all Jewish 
migrants from 1929 to 1948 were aged between 15 and 29, producing 
an employment structure which meant that almost as many Jews were 
at work as Arabs in spite of the great disparity in overall numbers.4 If 
we add that according to the 1931 Census well over 90 per cent of 
Jewish males over seven were literate compared with around 30 per 
cent of Arab males in the same age group, and that Jewish wage rates 
were anything up to three times as high as those of the Arabs, it is 
no wonder that the first attempts to calculate National Income showed 
that the Jewish community as a whole had a per capita income of some 
£P 44 compared with an Arab one of only £P 17.5 

The analysis of the economic relationship between the Jewish 
community and the rest of the population of Palestine is perhaps the 
most difficult to undertake, not only because of the fierce political 
passions which it aroused but also because the facts and figures on 
which it has to be based come largely from Jewish sources and tend 
to represent only the situation as it existed in the late 1930s. As is the 
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case with any foreign settler community of European origin, the Jews 
tended to obtain more of the goods they required from abroad or from 
their own growing industry than from the local economy. But, unlike 
most other such communities, their purchase of local services was 
also constrained, for political and ideological reasons, by the drive 
towards self-sufficiency. Thus in 1936, according to Szereszewski's 
estimate, Jewish purchase of goods and services from abroad (£P 9.5 
million) were nearly three times those from the Arab sectors while 
Jewish exports (£P 3 million) were also about three times the value of 
sales to non-Jewish sectors.6 However, even if these figures are sub-
stantially correct, it has to be noted that this was the year of the general 
strike at the beginning of the Arab rebellion and thus a time when both 
communities were doing their best to limit purchases from each other. 

An equally important point concerns the fact that Jewish 
purchases, even if only a fraction of their own total outlay, still had a 
significant effect on the Arab community with its very much lower 
level of capital resources. As must always be the case when a capitalist 
sector interacts with a fundamentally pre-capitalist one, the effect was 
both to create certain new opportunities while destroying or distorting 
old structures. Far and away the most significant example of this is 
the vexed question of Jewish land purchases which, because of their 
once-and-for-all nature, permanently denied Arab agriculturalists 
access to an increasing area ofland at atime when the country's own 
population was advancing at a rapid rate. While there is no great 
disagreement about the amount of land involved (some 850,000 
dunumsbetween 1920and 1939) itis unlikely that the complete effect 
of Jewish purchase will ever be evaluated satisfactorily.7 On the one 
hand, if Smith, Stein and others are correct, at least one-third of this 
amount was purchased from persons resident in Palestine, thus 
injecting several millions of pounds at least into the local economy.8 
On the other, as Stein also demonstrates very clearly, British efforts 
to assess the numbers of agriculturalists who suffered from this 
process were immediately undermined by political and bureaucratic 
disputes about the types of persons who should, correctly, be placed 
on the Landless Labour register. The final number, 664, bore little 
relation to the magnitude of the original injury.9For the rest, Jewish 
purchase of other local goods and services must have had the same 
complex bundle of effects, raising prices, increasing income, creating 
shortages and so on. Finally, a complete picture of Arab/Jewish 
economic relations would also require proper consideration of the 
effects of government policies on communities with widely divergent 
structures, whether these involved the direct consequences of such 
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things as tariffs, taxes and public sector wage rates or such negative 
ones as governmental failure to enforce its own legislation, for example 
that forbidding certain types of Jewish land purchase in the 1930s.1O 

2. Foreign trade 

Table 2.2: The foreign trade of Palestine: 1922-1947 (annual 
averages)" 

Imports Exports Citrus Exports 
EP million EP million EP million 

1922-4 5.36 1.34 
1925-9 6.85 1.52 0.65 
1930-4 9.39 2.33 2.13 
1935-9 14.75 4.76 3.31 
1940-4 22.14 8.87 0.25 
1945-7 58.80 14.07 n.a. 

Note: a. Excludes transit trade. 
Sources: Survey of Palestine, 1, p. 462 and Cunningham Papers, Box 1, File 
4, tg 43 of6 March 1947 and 160 of 15 April 1947; Box 2, File 2, tg 147 of 20 

March 1948. 

The figures in Table 2.2 show that the foreign trade of Palestine rose 
rapidly in the inter-war period and much faster than the average for 
world trade in general, particularly during the great depression of the 
early 1930s. Apart from this, its main features were as follows: 

(a) Although the value of the Palestinian exports increased ata faster 
rate than that of imports, the country experienced a growing trade 
deficit until the mid-1930s. Even in the late nineteenth century there 
had been a tendency to import more than was exported due to the fact 
that in most years it could not achieve self-sufficiency in cereals and 
that it produced few agricultural or manufactured goods for export 
other than citrus fruits and soap. After 1918 the situation worsened as 
population increased much faster than agricultural output, as the 
growth of local industry became heavily reliant on imported raw 
materials, and, most important of all, as the Jewish community required 
an increasing volume of imports to sustain itself. As Halevy's figures 
show, total imports exceeded exports by a cumulative sum of some £P 
III million between 1922 and 1939.11 But, as he also points out, this 
shortfall was almost exactly covered by transfers of Jewish funds, 
three-quarters of them consisting of money brought to Palestine by the 
individual immigrants themselves.12 
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(b) The effect of Jewish immigration can also be seen in the 
structure of imports. As the figures in Table 2.3 show, 
manufactured goods made up well over half of all purchases from 
abroad in the 1930s, with goods in the category 'food, drink and 
tobacco' generally making up another quarter. The latter were 
dominated by wheat and flour for bread making and barley for animal 
feed. As for exports, in spite of the steady growth in manufacturing 
industry, almost all its output was consumed locally, with only a small 
quantity for export - just under 5 per cent in 1935.13 In these circum-
stances Palestine came to rely more and more on citrus exports (oranges 
and some grapefruit), the contribution of which increased from 43 per 
cent of total value in 1927 to over 70 per cent in the late 1930s. 

Table 2.3: Composition of Palestine's imports by value in selected 
years: 1931-1944 (percentage) 

1931 1935 1939 1944 
Food, drink and tobacco 24 20 26 40 
Raw materials and articles 7 7 10 38 

mainly unmanufactured 
Articles wholly or mainly 55 60 64 22 

manufactured 
Miscellaneous including 12 12 

live animals 

Sources: Survey of Palestine, 1, p. 467 and Palestine Government, Statistical 
Abstract of Palestine 1943 (Jerusalem, 1943), p. 94. Percentages do not add 

up to 100 due to rounding. 

(c) A third feature of the inter-war period was a marked change in 
the direction of trade, notably a large reduction in the proportion of 
exports sent to the other countries of the Middle East, which declined 
from 60 per cent of total value in 1924 to 46 per cent in 1928 and onl y 
10 per cent in 1939. Here the main causes were the redirection of citrus 
sales towards Europe combined with growing protectionism in Egypt 
and elsewhere which severely reduced the regional market for 
Palestinian goods. Reliance on imports from the Middle East also 
tended to drop but not by anything like as much, as the country 
continued to require significant quantities of cereals from Syria and 
elsewhere to feed itself in most years. 

(d) A last, and very unusual, feature of Palestine's foreign trade was 
its enormous size relative to the local National Product. According 
to Himadeh's calculations the total value of imports and exports in 
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1935 was equal to 1.35 times that of both industry and agriculture com-
bined.14 One implication of this is that movements in the terms of trade 
must have played an exceptionally important role in Palestinian 
economic life. But, unfortunately, there has been no attempt to 
examine this question in detail so far. A second implication concerns 
government policy which also exercised an important influence over 
the pattern of imports and exports. In spite of the fact that there were 
quite considerable constraints on the freedom of the local authorities to 
set local tariffs - notably the provision in the Mandate forbidding them 
to discriminate against members of the League of Nations and the 
British government's unwillingness to cancel the Anglo-Japanese 
trade agreement of 1911 which continued to prevent efforts to limit 
competition in textiles even after Japan left the League in 1935 - there 
were significant efforts to protect and encourage local industry, 
beginning in the 1920s, and to do the same for Palestinian 
agriculture in the 1930s.15 Once again this is a subject which has not 
been examined in enough detail to allow any hard and fast conclusions 
about the effect of colonial policy on Palestinian trade. 

3. Agriculture and industry 

It goes without saying that at the start of the mandatory period 
Palestine was a predominantly agricultural country. Figures for the 
exact amount of land available for cultivation were hotly disputed 
in the 1930s but according to the government's calculations they 
came to some 2.3 million dunums on the coastal plain and another 5 
million dun urns up in the hills, with further amounts of mostly 
marginal land in the Beer Sheba sub-district in the south.16 By far the 
greatest part of the cultivated area was used to grow winter cereals -
mainly wheat and barley - while most of the rest was devoted to other 
cereals (notably dura), fruits and vegetables. Irrigated agriculture was 
generally confined to the coastal plain where it was used to produce 
citrus fruits and some vegetables. 

The size of the cereal crop relied heavily on the amount and timing 
of the winter rains and, as in southern Syria, there was a tendency for 
good and bad harvest to run in three or four yearly cycles. Partly 
because of the marked fluctuation from good times to bad it is difficult 
to establish any trend for overall output. But the averages gi ven in Table 
2.4 would suggest that, while there was no obvious increase in the 
wheat crop between the wars, barley output nearly doubled. Much of 
the cereal harvest was grown for the cultivator's own use and Brown 
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calculates that only about one-third of the wheat was available for 
marketing. I? 

Table 2.4: Estimated production of principal crops: 1920-1945 (annual 
average in metric tons) 

1920-4 1925-9 1930-4 1935-9 1940-2 1945" 

Wheat 84,670 90,534 69,073 88,291 110,280 58,355 
Barley 38,852 49,514 45,642 70,491 95,301 74,906 
Olives n.a. 12,895 11,101 36,380 40,649 79,469 
Vegetables n.a. 16,122 22,015 99,405 194,098 244,834 

Note: a. Figures for 1945 are believed to be an underestimate due to the 
institution of compulsory distribution. 
Sources: M. Brown, 'Agriculture' in Sa'id B. Himadeh, (ed.), The Economic 
Organisation of Palestine (Beirut, 1938), pp. 128-9. 

Cereal production was very much at the centre of the great crisis which 
afflicted most of Arab agriculture in the early 1930s. The big fall in 
price at the beginning of the world depression was followed immedi-
ately by a series of bad harvests due to poorrains, from 1931(2 to 1933/ 
4. According to one set of figures, the price of wheat dropped from £P 
10.81 a ton in 1929 to £P 6.97 in 1931, while the price of barley went 
down from £P 7.66 to £P 3.03 during the same period.IS To make 
matters worse, 1928 had also seen the introduction of a new system 
of land tax based on the commutation of the old Ottoman tithe valued 
in terms of the much higher crop prices reigning during the years 1924 
to 1927, thus squeezing the agriculturalists between what were now 
crippling tax rates, and a tremendous fall in income. In these 
circumstances, the government was forced to remit taxes on a large 
scale and provide loans for the purchase of seeds and other vital inputs. 

The crisis also prompted the government to try to get to the root of 
some of the underlying problems affecting peasant farming, particu-
larly in the hills and a series of commissions pointed to such basic 
features as population pressure, the fragmentation of plots, the effects 
of Jewish land purchase and growing indebtedness. To take only one 
example, the Johnson-Crosbie survey of 104 villages (containing just 
over one-quarter of the agricultural population) in 1930 revealed that 
the average level of indebtedness was £P 27 per family, compared with 
an average income of only £P25-30 in 1929 - even before the collapse 
of cereal prices.I9 Given the fact that interest was usually charged at 
some 30 per cent, the authorities rightly concluded that there was little 
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chance of poor fanners escaping from the grip of the money lenders in 
any foreseeable future. However, efforts to protect peasants from the 
effect of their reliance on local usurers ran into all the usual problems 
which face any government trying to reach the bottom stratum of a rural 
hierarchy dominated by large land owners and merchants, and it seems 
likely that much more was achieved by the lowering of tax rates in the 
new Rural Poverty Tax introduced in 1935. 

Jewish agriculture must also have been seriously affected by falling 
incomes during this period. But here the effects were very much 
cushioned by the fact that Jewish fanners were already highly subsi-
dised by such organisations as the Keren Kayemeth (Jewish National 
Fund), the Keren Hayesod (Jewish Foundation Fund for Settlement, 
Education and Capital Works) and the PICA (palestine Jewish 
Colonial Association), all with quite considerable funds at their dis-
posal. 

The two main growth areas in Palestinian agriCUlture at this time 
were fruit and vegetable production, both of which involved consid-
erable Arab as well as Jewish effort. The amount of land devoted to 
citrus trees of all kinds (oranges, lemons and grapefruit) rose from 
30,000 dunums in 1922 to almost 300,000 dunums in 1939, with 
ownership divided almost equally between Jews and Arabs. The main 
period of expansion came in the 1930s, allowing exports to rise from 
2.4 million cases in 1930/1 to a peak of13 million cases in 1938/9. This 
gave Palestine a significant share in the international market (some 23 
per cent in 1939), but only at the cost of making a major contribution 
to world overproduction so that, according to one estimate, the 
average profit per case was almost halved between 1932{3 and 1938/ 
9, triggering off quite a considerable crisis even before the outbreak of 
World War II took away almost all of Palestine's European export 
markets.20 Arab-owned groves tended to be smaller than those of the 
Jews and they were very much less well provided with institutional 
support for either credit or marketing. But they made up for this to some 
extent by having cheaper labour costs. As for vegetable production, 
there was a steady increase in output during the 1930s with major 
attention being devoted to tomatoes followed by onions, cucumbers 
and potatoeS.21 

Turning now to manufacturing industry, here too there was 
considerable growth during the inter-war years. Bearing in mind all 
the problems involved in defining what is or what is not an industrial 
plant, the number of enterprises would seem to have grown from 
around 1,240 in 1913 to 3,505 in 1927 (with 17,955 workers) and 
about 6,000 (with 40,000 workers) in 1936 (Table 2.5). The vast 
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maJonty were very small and more correctly described (with 
Himadeh) as handicrafts workshops. Of the rest only 317 employed 
more than six workers in 1927 while a mere 583 possessed some form 
of motor power.22 Even after the great spurt of industrialisation in 

Table 2.5: Indicators of the growth of Palestinian industry: 1913-19478 

(a) Estimates of total employment in industry 

1921-2 
1927 (Census) 
1930 
1933 
1936 
1939 
1942 
1944 

Arabs Jews 

3,728 

4,750 

19,595 
30,040 

1944/5 13,000 65,000 
1947 46,000 
(b) Estimates of number of manufacturing enterprises 

before 1914 
1927 (Census) 
1933 
1935 
1936 

Arabs Jews 
925 300 

3,388 
4,615 
5,606 

1939 350 
1943 6,116 
(c) Estimates of value of industrial output (£P million) 

1921/2 
1927 
1929 
1933 
1935 
1936 
1943 

Jewish Total 
0.5 
2.3 
2.5 
5.4 

8.6 

3.89 

6.0 
7.0-10.0 

9.1 
36.0 

Total 

17,955 
15,000 

48,000 
64,000 
60,000 

Total 
1,236 
3,505 

6,000 

Note: a. Definitions of what constituted industry or industrial employment vary 
widely. 
Sources: S.B. Himadeh, 'Industry' in Himadeh, (ed.), Economic Organisation; 
E. Broido, 'Jewish Palestine: The social fabric' in J.B. Hobman, (ed.), 
Palestine's Economic Future (London, 1946); A.A. Nathan, D. Gass and D. 
Creamer, Palestine: Problem and Promise (Washington, D.C., 1946); A. 
Szereszewski, Essays on the Structure of the Jewish Economy in Palestine and 
Israel (Jerusalem, 1968); UK Department of Overseas Trade, Palestine: A 
Review of Commercial Conditions (February 1945) and The Palestine 
Economist Annual 1948. 
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the mid-1930s the number of factories with over 100 workers in 1937 
was no more than 16.23 

Not surprisingly, a major impetus to industrialisation came from 
Jewish immigration. Notonly did Palestine attract a numberofIewish 
entrepreneurs, particularly in the mid-1920s and early 1930s, but 
many of them also brought considerable quantities of money and 
machinery with them as well as their own talents and skills.24 Again, 
the Jewish community itself provided a growing market for local 
manufacturers, particularly the building sector which experienced a 
major boom between 1925 and 1935 (with a total investment of £P 36.5 
million) and stimulated a rising demand for cement and metal and 
wood products such as pipes, doors, window frames, baths and other 
fittings.25 Figures in Table 2.5 provide some evidence for this. They 
show, for example, that the number of Jewish enterprises rose from 
3,388 in 1933 (with a capital of £P 5.37 million) to 5,600 enterprises 
in 1937 (with a capital of £P 1l.64 million). 

Far less is known about the development of Arab manufacturing 
industry during this same period. To judge from Himadeh's figures, 
there was more activity in the first decade of the Mandate than the 
second, with 1,373 new enterprises being established between 1918 
and 1927 (with a capital of £P 13,000) and only 529 between 1931 and 
1937.26 But it may well be that the size of plant and the average 
amount of capital was much greater in the 1930s. What is not clear 
is the degree to which Jewish economic activity both provided 
opportunities for Arab industrialists while, at the same time, creating 
considerable barriers. Examples of the former would be the availabil-
ityof electricity from the Rutenberg concession (the Palestine Electric 
Corpomtion) and the additional market provided by the Jews for 
certain Arab-produced products such as cigarettes and flour. On the 
other side of the equation, the existence of a well-organised Jewish 
competition with considerably larger capital resources at its disposal 
must have either blocked off important avenues for Arab entrepreneurs 
or, as in the case of soap, keptthem fixed firmly in only a tiny comer 
of their traditional market. 

A final comment concerns the way in which Palestinian industry, 
both Amb and Jewish, sought to develop. This was very obviously 
along the well-known lines of import substitution, with only a minor 
emphasis on production for export. There were, however, a number 
of significant differences: whereas Arab industrialists seem to have 
followed the familiar pathway from processed foodstuffs and simple 
textiles to cigarettes, matches and leather products, Jewish entrepre-
neurs paid less initial attention to textiles (perhaps because of the 
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unsolved problem of Japanese competition) and proceeded very 
quickly to chemicals, electrical goods and metalwork of types far 
more varied and technically advanced than anything elsewhere in the 
Middle East. However, in the case of both Arabs and Jews it would 
seem reasonable to assume that their products were relatively costly 
by contemporary international standards, as is usually the case with 
import substitution, but with the Arabs receiving some local 
advantage from the fact that their labour was very much cheaper than 
that of the Jews. 

4. The performance of the economy, 1918-1939 

There is no doubt that the Palestine economy enjoyed a high rate of 
growth during the inter-war period, whether measured in terms of 
foreign trade, government revenue or industrial output (Tables 2.5 and 
2.7). Thus the total value of trade increased by nearly three times 
between 1922 and 1929 and total revenue by six times during the same 
period. However, it is also clear that this advance was due largely to 
the peculiar feature of Jewish immigration and large Jewish capital 
transfers, most of which went to create special enclaves where the 
inhabitants were able to develop a very much higher standard ofliving 
than the rest of the population. In what are admittedly very rough 
estimates by Gross and Metzer, Jewish income per capita increased 
from around £P 20 in 1923/4 to perhaps £P 50 in 1935.27 It will be 
remembered that a ftrst estimate for Arab income per capita gives this 
as £P 17 in 1936.28 

A second feature of Palestine's economic performance is that it 
tended to grow more rapidly at periods when the world economy was 
slowing down, as in the mid-1920s and early 1930s. There is no secret 
about the reason for this: these were also moments when persecution 
in Europe encouraged a greater flow of Jewish refugees, some with 
substantial capital assets, and bigger contributions to Jewish voluntary 
funds. By the same token, the late 1920sandlate 1930s were much less 
good times in Palestine with relatively high unemployment and a 
contraction of business activity and rapid investment which had 
marked the previous boom. On the whole, Arab economic activity 
seems to have followed the same cycles, sharing in the booms of the 
mid-I920s andmid-1930sbutthen being hurt, not only by the general 
downturn, but also by the political reaction which always followed 
periods of rapid Jewish migration, most notably during the rebellion of 
1936-9. The one exception to this phenomenon, when the economy in 
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general, and the Arab sectors in particular, moved in association with 
(and not against) world economic trends was during the very fIrst years 
of the 1930s when, as already noted, agriculture was hard hit by a 
combination of factors including the great slump in world commodity 
prices. 

Table 2.6: Estimates of Palestine's national income and its sectoral 
composition 

(a) National income (£P million) 
Arab Jewish Total 

1922 1.6 
1936 16.0 17.8 33.8 

23.4 (GOP) 
1939 17.2 30.2 
1940 20.6 
1945 88.2 

(b) National income per capita (£P) 
Arab Jewish 

192314 
1935 
1936 
1944 

17 
165 

(c) Sectoral contribution 

20 
50 
44 

(1) Output value in agriculture and manufacturing in Palestine economy (£P 
million) 

1927 
1936 
1939 
1943 
1944/5 

Agriculture 

5.6 
5.59 

19.0 
21.8 

Manufacturing 
3.89 
5.4 

(2) Sectoral distribution of output in the Arab and Jewish economies: 1936 (%)" 
Agriculture Manufacturing Construction Services 

Arab 25.0 13.0 2.0 60.0 
Jewish 9.5 22.0 8.6 59.9 

Note: a. Jewish income measured as NOP. 
Sources: N.T. Gross and J. Metzer, Public Finance in the Jewish Economy in 
Interwar Palestine (Jerusalem, 1977); N. Halevi and R. Klinov-Malul, The 
Economic Development of Israel (New York, 1968); Nathan, Gass and 
Creamer, Palestine; Szereszewski, Essays; Survey of Palestine (Jerusalem, 
1946). J. Metzer, 'Fiscal incidence and resource transfer between Jews and 
Arabs in mandatory Palestine', Research in Economic History, vol.7 
(Jerusalem, 1982). 
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Support for this general analysis comes not only from the figures 
for trade or government revenues but also from the first attempts to 
estimate Jewish economic performance in the 1930s (Table 2.6) 
which show that income and output grew rapidly up to 1936 and then 
remained almost level until the outbreak of W orId War II. 

A final comment refers not so much to improvements in the standard 
of living as to changes in the quality of life enjoyed by different 
communities in Palestine. As many commentators have noted, the 
mandatory government pursued a typical colonial pattern of finance, 
with nearly 60 per cent of its expenditures going toadministration, 
defence and security in the 1920s and 1930s and only about 12 per 
cent each to public works and welfare.29 One result was the very low 
level of spending on such essential matters as education so that, for 
example, the government only built five Arab elementary schools 
between 1918 and 1945.30 Once again this produced a major 
difference between the Jewish and Arab communities, with theJews 
using a significant proportion of the Zionist budget,about 40 percent 
for most of the period, to provide themselves with the educational, 
medical and other welfare facilities which the government could not 
provide.3! 

m. THE WARTIME ECONOMY, 1939-1945 

The outbreak of the war in September 1939 rescued the Palestinian 
economy from recession and catapulted it into a major role in the 
British Middle Eastern military effort. Not only was it developed into 
a large British base with all the attendant barracks and fortifications 
but its people were also mobilised behind a programme designed 
to reduce dependence on outside sources of supply and to expand 
Palestine's industrial base so as to enable it to make an important 
contribution to supplying British military needs as well as to providing 
a whole array of consumer and other goods for a regional market 
starved of European and American imports. The result was a major 
boost for both the Arab and Jewish sectors of the economy, a 
considerable rise in income and a great acceleration in the process of 
social change. 
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Table 2.7: Some indices of economic growth 

a. Sales of electric power to industry (KwH million) 

1926 
1930 
1935 
1939 
1941 

Palestine Electric 
Corporation Ltd 

1.43 
2.19 

17.17 
25.1 
32.87 

Jerusalem Electric and 
Public Services Corp. Ltd 

0.48 
0.71 

b. Apparent consumption of cement and cotton piece goods (kg) 

1928 
1930 
1935 
1939 
1942 

Cement 
61,909 
71,201 

355,553 
143,888 
218,869 

Note: a. Indudes consumption by armed forces 

Cotton piece goods 
2,070,387 
2,518,209 
4,048,669 
3,326,748 
5,250,492" 

Source: Statistical Abstract of Palestine 1943, pp. 179-81. 

1. Foreign trade 

The war years saw a great increase in the nominal value of 
Palestine's foreign trade, from some £P 20 million in 1939 to around 
£P 50 million in 1944. Once again there was a growing balance of 
payments deficit fmanced this time by a combination of well over £P 
100 million of British military purchase and a further transfer of 
perhaps as much as £P 38 million of Jewish funds.32 However, as the 
war was also a time of considerable price inflation, these figures hide 
the fact that imports fell by nearly one-half by volume between 1939 
and the first three quarters of 1945, with a particularly large decrease 
in manufactured goods (over two-thirds, from 1939 to 1945) and a 
smaller one in the category' food, drink and tobacco' (29 per cent from 
1939 to the period of the worst shortages in 1943 - but only 3 per cent 
to 1945),33 

The war also produced a major shift in the composition of exports 
and in the general direction of trade, notably a switch back to the 
Middle East as the country's major market and source of supply. In 
proportional term s, the percentage of total exports by val ue going to the 
Middle East went up from 10 per cent in 1939 to a high of 75 per cent 
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in 1942. Imports from the region climbed from 18 per cent in 1939 
to 60 per cent in 1943.34 On the export side, far and away the most 
important factor was the sale of manufactured goods which, in value 
terms, rose from a mere £P 750,000 at the start of the war to over £P 
7 million at the end. 

2. Agriculture and industry 

Once the war was under way, both the British authorities in the Middle 
East and the mandatory government in Jerusalem made every effort 
to increase Palestine's productive resources using such newly created 
institutions as the Middle East Supply Centre in Cairo and the War 
Supplies Board (1941) and the Directorate of War Production (1942) 
in Palestine itself. In the case of agriculture, however, the figures in 
Table 2.4 would suggest that there was no great success in increasing 
the size of the cereal harvest, perhaps because of a growing shortage of 
labour, and the major improvements came in the field of vegetable 
production (which nearly doubled between 1939 and 1945), olives 
and poUltry and dairy products. There were also considerable 
problems to do with the citrus industry which almost entirely ceased 
to export It had to make do with sales in the local market and to the 
military -some of it in the form of juice. Arab growers found it slightly 
easier to keep going on account of their lower costs. Nevertheless, 
taking the industry as a whole, two-thirds of all producers needed some 
form of government financial assistance to survive. 

It was in the industrial sector that the major expansion took place 
with an enormous increase in capacity and output required to meet 
demand in three large markets: the British military, Palestine itself and 
the rest of the Middle East, including Turkey. Unfortunately, the 
government was unable to obtain precise figures to illustrate this 
process, but according to one estimate, output in Jewish-owned 
factories increased by 200 per cent between 1939 and 1942 and that 
in Arab-owned enterprises by 77 per cent.35 Other figures to be found 
in Tables 2.5 and 2.7 show that the amount of electric power consumed 
by industry went up three-fold during the war years while the numbers 
employed increased from some 40,000-50,000 to perhaps 70,000-
80,000. 

Military-related activity was controlled and monitored by the Direc-
torate of War Production and was at its peak. during the North African 
campaign of 1943. Between 1942 and 1944 the factories it supervised 
produced over 3.6 million anti-tank mines, nearly 8 million steel 
containers and a whole host of other goods including accumulators, 
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petrol storage tanks, hydraulic jacks and special bodies for certain 
types of military vehicles.36 In 1944 some of these factories were 
redirected to producing consumer goods which were in short supply 
for the home market. For the rest, the list of new products introduced 
during the war for the civilian sector, mostly from Jewish factories, 
was extraordinarily extensive, ranging from industrial machinery and 
tools, spare parts for cars and medical and electrical implements to 
kitchen utensils, false teeth and pharmaceuticals. In all of this, both 
the British military and the Jewish factory owners received important 
support from Jewish scientific institutions at the Hebrew University 
and elsewhere, whether in the development of better products or the 
more efficient use of local raw materials. Finally, the war saw a great 
expansion in the diamond cutting and polishing industry started by 
Jewish refugees just before 1939. By 1945 it consisted of over 30 
factories employing some 3,000 workers?7 

3. Income and welfare 

Government figures show that there was a considerable growth in 
incomes during the war years. Thus while the official cost of living 
index rose by 154 per cent between 1939 and 1945, average industrial 
earnings are estimated to have grown by 200 per cent for Arabs and 258 
per cent for Jews during the same period, while those of unskilled 
construction workers climbed by 405 per cent and 329 per cent 
respectively?8 Conditions in the rural areas may have been even 
better. Prices of locally grown agricultural products are said to have 
gone up seven-fold during the war and agricultural wages by the same 
amount by mid-1943.39 In these circumstances it is not surprising to 
find that the official government figures show that total agricultural 
income quadrupled between 1939 and 1944/5 (in money terms) provid-
ing the Arab peasant with 'a large measure of prosperity' and leading 
to a dramatic decline in the need to borrow from money lenders in 
many districts.40 As for the Jewish community, Szereszewski calcu-
lates that its Net National Product nearly doubled in real terms during 
the war, from £P 16.7 million (valued at constant 1936 prices) to £P 
29.9 million.41 

A last note concerns the interpretation of the aggregate figures. 
In spite of the general rise in incomes, it also has to be remembered 
that the war period was a time of shortages and rationing, with 
consumption of many goods severely reduced. It also took the 
government some time to organise machinery forsubsidising a whole 
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variety of necessities in the interest of keeping inflation under control. 
This last was the work of the War Economic Advisory Council which 
was only created in July 1943 after a general period of considerable 
labour unrest including the threat of a general strike. All in all, it would 
seem that conditions were probably at their worst in early 1943 and 
that the main improvements came in the last two years. 

4. The two communities 

The events of the war years brought important changes in the 
structure of the Arab and Jewish communities. It may also have 
increased the density of economic interaction between them after the 
boycotts of the late 1930s, as Horowitz has argued, but this remains 
to be proved.42There must certainly have been a greater exchange of 
goods between them once the volume of imports began to fall. Against 
this, there is no evidence that more Arabs were employed in Jewish 
factories in spite of what must have been a considerable shortage of 
Jewish labour.43 

As far as the Arab side was concerned, probably the most 
important developments in the period were the huge mobilisation of 
labour which took many hundreds of thousands away from their 
villages on either a daily or a more permanent basis and the stimulus 
given to Arab industry. According to Taqqu's estimate, about one-
third of the male Arab work force was employed in wage labour by 
1945, most of them by the government and military but with some 
13,000 in some aspect of manufacturing.44 Data about industrialisa-
tion are, if anything, even more scarce. Information in the Survey of 
Palestine suggests that Arab factories provided about half of 
Palestine's cigarettes and flour during the war and 20 per cent of its 
woven cloth, with quite considerable capacity in boot and shoe making 
as well. The Arabs also had a small toehold in the metalwork industry 
making iron doors and windows.4s If these suggestions are correct, it 
would seem reasonable to suppose that all, or almost all, of the major 
military contracts went to the more technically developed Jewish 
fIrms. It does not follow, however, that Arab fIrms were any less 
competitive than Jewish ones when it came to producing the same line 
of goods. According to a government examination of 12 industries 
making similar commodities in 1942, greater Jewish productivity was 
usually more than offset by lower Arab labour costs.46 

To turn now to the Jewish community, offIcial policy was to 
concentrate on the twin tasks of assisting the Allied war effort while 

31 



TIlE PALESTINIAN ECONOMY 

continuing to build up Zionist institutions. Palestine government 
statistics indicate that the ceiling of75,000 new immigrants laid down 
in the 1939 White Paper had been reached by the end of 1945, to which 
should be added a considerable number of illegal immigrants as well. 
Jewish funds increased, land purchase continued (although at a 
slightly lower rate) and 31 new settlements were established. Just 
as important, the growth of war -related industry and the fact that there 
were 27,000 Jews serving with the British armed forces gave the 
community a military potential far in excess of anything it had 
possessed before. It also hastened the development of a socio-
economic structure with a profIle (in terms of the relative contribution 
of industry and agriculture) remarkably similar to those to be found in 
some of the more advanced countries of Europe. 

IV. THE LAST THREE YEARS 

During the last three years of the Manda~, economic activities in 
Palestine were clearly overshadowed by political events both inside 
and outside the country. Nevertheless, there were still a number of 
important developments which played a significant role in the fortunes 
of the two communities. As in many other parts of the world, the 
economy remained subject to a considerable degree of rationing and 
control maintained by authorities trying to ensure a smooth transition 
from wartime mobilisation back to peace. As elsewhere, too, there 
was a sudden release of spending by consumers and investors once 
foreign goods began to be available again. Finally, the fact that 
Palestine remained an important British military base and a member 
of the Sterling Area until February 1948 also had important conse-
quences for economic life. 

To begin with foreign trade, even though many imports still 
required a licence there was usually a postwar boom with the volume 
of purchases from abroad doubling between 1945 and 1946, to exceed 
their pre-war level for the first time since 1939:7 Notsurprisingly, 
it was foreign manufactured goods which led the way with a 250 per 
cent increase over the two years and there was another big jump in 
1947. Exports remained more quiet. To set against the recovery of 
the European market for citrus there was the Arab boycott of Jewish 
goods which more or less barred them to all the Middle East customers 
they had been able to reach during the war.48 As it was, diamonds made 
up nearly 60 per cent of the value of exports in 1946, with citrus 
contributing most of the rest.49 
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Stored Up wartime demand was also an important factor in 
providing a further stimulus to local industry, particularly anything 
involved with materials for construction. Many firms expanded their 
capacity, a few of them bringing in the latest equipment from Europe 
to help them do it.sO There were also a number of new factories, some 
producing bricks, marble and cement, others textiles (including at least 
one Arab-owned plant near Acre), metal and glassware and canned 
orange juice..51 

In these circumstances there were few signs of the growth of 
unemployment which the government feared and by 1947 it felt able 
to release men whom it had kept on in official or military 
employment against just such a possibility. There was, however, a 
number of bitter labour disputes in 1946, a year in which there was a 13 
per cent rise in the official cost of living index and when, as Taqqu 
speculates, there may also have been some downward pressure on 
real wages.S2 But, as she also argues, this was not enough to push many 
of the Arab peasants who had got used to wage employment during the 
war back to their villages. On the basis of the few statistics which the 
government was able to collect from the rural areas after the war, 
it would seem that, anyway, agriculture was in a somewhat depressed 
condition at this time with a very small olive crop in 1946(7 and poor 
rains in 1947, particularly in the south. 

To conclude with a few words on a more political note. It would 
seem from contemporary sources that, while the Jewish community 
used the last years of the Mandate to maintain its wartime economic 
momentum - aided by its access to foreign currency for the purchase 
of capital equipment and its greater control of its labour force - these 
same years found the Arabs in a process of rapid socio-economic 
change and caught between two leaderships: the traditional notables of 
the hills and the new groups with new claims to modern expertise in 
the growth areas down on the coast.S3 In this context it is surely 
significant that, once public meetings were allowed again after the 
war, an increasing number of Arab organisations began to hold them 
in Haifa, Jaffa and the other centres where entrepreneurs, contractors, 
technicians and skilled workers were now concentrated. By the same 
token this new situation provides further proof of the enormity of 
the losses which the Palestinian Arabs suffered in 1948, for it was just 
these same areas, with their valuable plant and other assets, which fell 
so easily into the hands of the new Jewish state. 
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The Economy of the Palestinian Arabs in 
Israel 

Raja Khalidi 

Since the establishment of the State of Israel in 1948 the fate of those 
Palestinian Arabsl isolated within Israel's borders from their 
compatriots in the West Bank, the Gaza Strip and exile has acquired 
a growing significance and attention. This has been manifested 
politically in that this community's role in the Israeli-Palestinian 
conflict has grown appreciably. In addition, its unique position within 
the state has been the subject of an abundance of sociological, anthro-
pological, political, geographic and economic studies since the 1970s. 

In certain fields, such as education and political status, this 
attention has produced clear and definitive results. However, in other 
subjects, extensive research has been largely inconclusive, notably 
that having to do with social and economic change and status. 
Different ideological and methodological studies have provided the 
basis for often contradictory hypotheses and research conclusions, 
with the result that no lasting or comprehensive understanding of 
these issues has been arrived at. 

On the whole, discussion of the Arab economy of Israel has only 
taken place in the context of other issues. This is particularly due 
to the fact that it has been sociologists, anthropologists and political 
scientists who have taken the lead in analysing the economic position 
of Arabs in Israel from their respective disciplinary standpoints. I do 
not wish to argue for a narrow 'economistic' approach to what is 
clearly not a clear-cut 'economic' issue, but I would contend that study 
of economic issues within the terms of the discipline itself is the most 
fruitful starting point for any overall understanding of the Arabs in 
Israel which also integrates analysis of economic status. This becomes 
all the more necessary when it is realised that the existing theoretical 
(and terminological) characteristics of the Arabs in Israel all reflect 
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defmite political and ideological viewpoints. Though this is unavoid-
able in most socio-economic research, it becomes academically 
unacceptable when studies become more concerned with justifying 
or proving ideological positions, than with accurately or honestly 
depicting and explaining issues.2 

I shall attempt to view this issue in a different and more 
comprehensive economic framework by bringing together the different 
data sources and analyses into one synthesis which explicitly 
examines the economy of the Arabs in Israel and by offering a more 
precise and thorough treaUDent of the issues than has thus far been 
available. 

I. THE PLACE OF THE PALESTINIANS IN ISRAEL 

The pattern of economic development of the Palestinians in Israel is 
significant for three reasons: their relevance to other Palestinian 
communities, particularly those under occupation; their role and 
position in Israel; and the third-world development context of their 
experience. 

The Palestinian experience in Israel since 1948 bears certain 
striking similarities to that of Palestinians under occupation in the 
West Bank and the Gaza Strip. Though legally and politically this is 
not strictly a case of 'prolonged occupation', but rather the processes 
and effects of domination by Israeli Jewish society, the economic and 
political regimes of the Palestinian Arabs correspond in these two 
cases too closely to be disregarded. 

The 601,500 Arabs in Israel (excluding the populations of annexed 
East Jerusalem and Golan Heights) constitute over 30 per cent of the 
Palestinians living under Israeli rule.3 If we include the 126,500 inhabi-
tants of Arab Jerusalem, the figure rises to 728,000 or some 36.5 per 
cent of the Palestinians inside mandatory Palestine. 

There are a number of obvious themes in the Palestinian 
experience in Israel which have characterised the situation in the 1967 
occupied territories:4 
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(a) land expropriation, especially in the 1950s, but continuing 
intermittently in the Galilee until today; 
(b) the associated problems of access to natural resources, notably 
cultivable land and water, faced by the Arabs in Israel; 
(c) the difficulties undeveloped Arab industrial potential faces in 
competition with the highly capitalised and aggressive Israeli 
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Jewish industrial sector; 
(d) the intervention in, and acquisition of, external trade channels 
and markets of the Arab economy by Israeli Jewish public and 
private sector institutions and simultaneous exclusion of Arabs from 
participation in that process and enjoyment of the accruing 
benefits; 
(e) the utilisation of a large and relatively unskilled, mobile and 
manual labour force in specific tasks in construction, agriculture 
and industry; 
(f) the experience of military rule which, though lifted inside Israel 
by 1966, left its specific imprint on the mass conception of the state's 
interests and methods towards the Arab population. 

In terms of its size and experience the Arab population inside Israel 
occupies a position of special relevance to other Palestinian 
communities. It is estimated that in 1983,Palestinians totalled some 
4.5 million (extrapolated, at assumed 3.2 percent annual growth,from 
figures for 1980 Palestinian population in UNECW A, 1985).5 
Palestinians in Israel constituted some 15 per cent of that total. Their 
experience has much to offer not only in terms of important political 
and 'developmental' lessons acquired through three decades of regular 
contact with the Israeli regime and econom y. It is equally significant 
in Palestinian terms in light of the recent crystallisation of national 
sentiment and identity among this section of the Palestinian people, 
which until the mid-1960s had been given up by most of their 
compatriots as a lost cause - the so-called' Arabs of Israel'.6 

There are of course a number of significant differences between 
the situation of Palestinians in Israel and that of other Palestinians 
which have a bearing on their developmental experiences. Most 
obvious is that Palestinians in Israel are citizens of that state, entitled 
in principle to the benefits, rights and obligations which derive from 
that condition. Palestinians in Israel have recourse (again, in 
principle) to institutions and legal channels, contacts and work 
opportunities and certain overall benefits (social security, services 
and relatively unhampered trade union activity) not afforded to the 
population of the occupied territories. In certain aspects of economic 
activity, this can provide both relative and absolute advantages that 
other Palestinians cannot enjoy. Palestinians' legal status in Israeland 
the policies pursued by the regime and Zionist institutions have over 
the years produced a much greater degree of co-operation/collabora-
tion between certain sections of Arab society in Israel and the state 
than is the case in the occupied territories. This can result in a very 
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different conception of individual and community self-interest, desired 
paths of economic development and the political and legal prerequi-
sites of social and economic change and prosperity. 

On the other hand, the period from 1948 to 1967 allowed the West 
Bank to develop economic sectors and various institutions within the 
Jordanian and Arab environment which are still operati ve and relevant 
(for example, export over the Jordan River bridges is still a vital aspect 
of West Bank economic relations). This and other factors often 
advantageous to the 1967 occupied territories, and related to 
differential historical determinants, resource endowments and re-
gional and social links, combine to distinguish the two experiences 
while at the same time maintaining their mutual relevance. Though 
study of the Arab experience in Israel demands its own outlook, 
approach and methods, its relation to the wider Palestinian context 
should always be borne in mind, for both methodological and policy 
purposes. 

Palestinian Arabs have a significant position and role within Israeli 
society and economy. In 1984, over 14 per cent (excluding Jerusalem, 
or 17 per cent including the city) of the Israeli population was Arab.7 

This has been the cause of a growing dilemma for Israeli policy makers, 
for demographic, political and economic reasons. Certain productive 
sectors in the national economy, primarily construction, but also some 
agricultural and industrial branches, utilise a relatively high propor-
tion of Arab labour. While this was initially provided from within 
Israel, it now comes increasingly from the occupied territories. The 
Arab areas which supply this mobile labour force also constitute an 
important market for consumption of a portion of national product, 
much of which is produced outside the area. 

The gradual but steady growth in the relative size of the Arab 
population as a whole - from 11 per cent in 19518 to the 1984 figure 
of14 or 17 per cent depending on whether ornotJ erusalem is included 
- is seen as a serious ideological, political and security problem by 
the Israelis. There are regular pronouncements of academic or official 
concern for the 'Jewishness' of the state, of labour, of land, of the 
Galilee, etc. Indeed, while state policy has oscillated over the years 
between the view of the need to accommodate and exploit the Arab 
'contribution' to Israeli economic growth, and the requirement to 
maintain the 'Jewishness' of the state, relations between it and the Arab 
community have yet to stabilise into any defined, institutionalised and 
consistent pattern. 

The position of Arabs in Israel can also be seen to have a certain 
relevance to the international development debate. This has been 
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reflected in the attempts to apply various methodologies derived from 
the third-world experience to this particular case: such methodologies 
include dualism and unbalanced development; internal colonialism; 
pluralist democratic models; control system theories and analyses of 
modernisation. However, it does not seem to me to be especially 
importantto establish whether one oranother theory fits the situation, 
but whether the position of Arabs in Israel rightly deserves 
consideration as an issue of third-world development, especially since 
Israel cannot itself be considered to be part of the third world, either 
politically or economically. 

II. THE ARAB ECONOMY IN ISRAEL: THE EXOGENOUS 
DETERMINANTS 

1. The physical and demographic framework' 

Arabs in Israel live in 157 exclusively Arab localities, plus 8 mixed 
towns: this total includes East Jerusalem, 5 annexed villages surround-
ing it, 28 recognised and spontaneous Beduin localities in the Galilee 
and central districts and 31 Beduin settlements in the Negev.lO 
Excluding the Negev, of the total of 126 Arab localities, only 3 have 
municipality status,l1 51 are local councils and the remaining 72 are 
grouped in regional councils with Jewish localities or have no local 
authority status at all. 

Of the total Arab population, including Jerusalem, some 25 per cent 
live in the eight mixed cities and localities (Jerusalem, Haifa, Jaffa, 
Acre, Lydda, Ramleh, Maalot-Tarshiha, Upper Nazareth). If 
Jerusalem is excluded from thecalculation, the mixed localities' Arab 
population constitutes only 9 per cent of the total Arab population. 
This means that a total of 547,000 Arabs live in exclusively Arab 
localities, and 55,000 live in almost exclusively Arab quarters of 
predominately Jewish cities. 

In the 1972-82 period, Arab population growth averaged 3.7 percent 
per annum compared with the Jewish rate of 2.1 per cent and by 1983 
exhibited a significantly younger age structure than the Jewish 
population. The average Arab household in 1983 numbered 6.14 
persons, compared to a Jewish level of 3.34 persons. Housing density 
was greater among Arabs than Jews: an average density of2.2 persons 
per room compared with 1.1. Some 29 per cent of Arab households 
live three-plus to a room compared to only 1 per cent of Jewish 
households. 
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More than three decades of residential segregation,12 differential 
local and regional planning and resources and the consolidation of a 
particular Arab demographic structure (more in common with that of 
the West Bank than with the Jewish settlements of the Galilee) have 
created 'facts' of a distinctly Arab existence in Israel. 

2. Legal status and state development policy 

From the earliest days ofIsraeli rule, the legal position of Arabs in Israel 
was that 'at best their legal rights as citizens of the state ofIsrael would 
be protected' .13 Effective state policies rest on the series of laws and 
regulations which explicitly and implicitly constrain Arab develop-
ment. These are applied in the spheres of land ownership and use, 
occupational advancement and allocation of natural resources and 
public utilities. They are enforced through a system which has as one 
of its precepts the maintenance of the 'Jewishness' of the state and the 
supremacy of its interests at all levels of political and economic power. 
It is not necessary here to document this issue which has been 
extensively researched and written on elsewhere, but I shall briefly 
summarise those characteristics relevant to our discussion. 

Some 34 laws legitimised the process of expropriation of private 
land, a practice which continues until today.l4Between 1948 and 1962, 
some 72 per cent of the pre-1948 holdings of still existing villages had 
been confiscated, totalling well over 2 million dunums.ls The two 
main effects of this process were to deny the Arab population their 
main productive base while also constricting the area available for 
expansion of towns and villages. The shortage of land for housing 
is furthered by the limitations placed by the state on building zones in 
Arab villages and long delays in authorising town plans without 
which legal construction cannot start. Only a handful of Arab localities 
have obtained authorised town plans and the housing problem is 
continually growing.l6 Confiscated land is either held directly by 
Zionist bodies, such as the Jewish National Fund, or in association with 
them. Legally, therefore, it becomes the 'inalienable property of 
the Jewish people' and Arabs are precluded from leasing or using it 17 

The explicit exclusion of 'non-Jews' from employment in parts of 
the military-related industrial sector, the larger public enterprises and 
the higher echelons of the state and civil service, is another element in 
the system of legal barriers.ls Other measures, especially under 
military rule in the 1960s, restricted and regulated movement, usually 
according to economic and labour demand requirements.19 Similarly, 
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political constraints and discrimination restrict Arab residence in 
Jewish population centres. This part of the system has a dual role of 
effectively limiting employment and advancement opportunities 
while perpetuating the dependency of the lower-skilled commuting 
Arab worker on Jewish employers. 

State resource distribution policy, while not always embodied in 
specific laws, also affects the scope for industrial and agricultural 
growth. These institutionalised arrangements include: the selective 
expropriation of the better, more irrigable land; 20 the discretionary 
powers of the water authority in allocation of quotas;21 the exclusion 
of Arab farmers from the important co-operative systems which 
manage a significant part of the agricultural production and 
marketing processes;22 the slow provision of electricity, water and 
road networks; the failure to designate industrial zones in Arab 
localities and the relatively small per capita allocation of state aid 
to Arab local authorities.23 

Both public and private economic sectors maintain the stagnation 
of the Arab economy by ensuring an allocation of Arab resources 
which is most beneficial to the national economy. Through this 
double-edged strategy of passive neglect and aggressive contain-
ment, the Arab community has been largely bypassed in the four 
decades of impressive economic growth and institution building in 
Israel. Whether there exists a conscious collusion between the state and 
the Jewish business sector towards Arab citizens is immaterial. The 
effective coincidence of interests has ensured a successful implemen-
tation of what can be termed a strategy. While there has been an 
evolution of official policy since 1948 determined by the imperatives 
of Zionist interests and those of national economic growth, it cannot 
be said that there is one all embracing (or all inclusive) policy towards 
the Arabs of Israel. This has been well documented by Richard 
Weimer in his study of policy towards Israeli Arabs.1A As he points out, 
'to characterise the "Arab problem" as an "unseen question", as 
"colonialism" or as "modemisation-versus-traditionalism" neglects 
the fact that Zionism itself is neither static nor does it end in 1948, but 
continues to be one of the ideological pillars of the State of Israel, 
subjected to the socia-economic realities of the state'. 2S 

The Arab experience in Israel has shown that there are limits to the 
state's ability arbitrarily to deprive, coerce and subjugate the Arab 
population and its needs. This can be seen in the strong Arab 
commitment to the remaining land and to maximising its productive 
potential; the strong desire for educational advancement and acquisi-
tion of much demanded skills, however relatively inferior to those 
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of the Jewish work force; the stubborn insistence of localities to obtain 
the 'modem conveniences' of electricity and water, usually at their 
own expense and effort; the examples of individuals, though relatively 
few, who found ways around restrictions to establish successful 
businesses and small industries. Overall, the Arab population has 
learned to resist to the greatest extent possible further encroachments 
on their rights and property. At the same time, this has entailed a 
learning process of how best to utilise the existing legal system to their 
advantage and at least to minimise its use against them. As a natural 
community response to relative state neglect and discrimination, 
this constitutes an incentive to growth; this dynamic has had an 
important role in defining and shaping a distinct Arab economy in 
Israel. 

3. Social change in the Arab community 

There are four main axes along which Arab social change operates 
which have a bearing on the process of economic development. Arab 
society is differentiated geographically on several levels: between 
villages and large towns such as Nazareth or Urn al-Fahm; between 
the three main geographic areas of the Galilee, the Triangle and the 
Negev; between the predominantly rural Galilee and Triangle and the 
urban Arab population of the mixed cities. The separation of Arab 
population centres isin itself a barrierto balanced and comprehensive 
economic development. Further, the minimal intra-communal 
market and labour linkages, and the more recent phenomenon of 
rural-urban migration auest to a more complex internal structure than 
might otherwise appear to be the case.26 Ignoring specifically Arab 
areas of the economy has been an important aspect of the approach 
of Israeli policy makers and academics keen to demonstrate the 
success of a (non-existent) policy of integration and equality 
between Jewish and Arab citizens. 

Another axis is the religious composition of Arab society which 
has also been exploited as a source of blockage to development. 
The fact that members of the Druze community serve in the military has 
given them the opportunity to receive preferential treatment in some 
respects, but has not exempted them from discriminatory treatment 
in general (for example, in matters related to land expropriation) on 
account of their not being Jewish. The same holds true, although to 
a much lesser extent, for certain sectors of the Beduin and the small 
Circassian communities. 
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Another issue of relevance is the extent to which state policies 
of control, co-optation and integration of local elites and traditional 
leaders have succeeded in fragmenting Arab society along ideological 
and political lines:Z7 groups co-opted into state or Zionist political 
interests and who actively collaborate in return for favours; those who 
have been unconsciously co-opted but are indifferent, having aban-
doned any specifically Arab identity or commitment; and the vast 
majority who are primarily concerned with the immediate problems 
of providing basic welfare for their families. As with other obstacles 
to cohesive development, reactions to this type of social differentia-
tion can also have an unexpected unifying effect as the crude 
mechanisms of co-optation become increasingly obsolete and ineffec-
tive in the face of broader levels of social and political consciousness. 

The growing political awareness and organisation of the Arab 
population and its identification with Palestinian aims and 
aspirations have shown themselves to be the greatest challenge to the 
system by which this national minority is ruled. In the sphere of social 
structure, therefore, the barriers to development also carry the seeds 
of development. 

4. The Arab community and national economic activity 

The Arab economy in Israel is naturally most importantly influenced by 
the national economy. The strengths and weaknesses of the Arab 
economy follow lines established by the national economy's overall 
development path and the specific dynamic of the national-communal 
relationship. The past period of Israeli economic growth has been 
highlighted by clear structural trends in each of the main economic 
sectors.28 They can be construed as barriers to Arab development in so 
far as they are linked to the interests of national economic goals and 
predicate the close involvement of state and Jewish institutions as 
prime guarantors for their achievement. 

They can also spur certain innovations and responses in Arab 
economic patterns which do not necessarily follow those established 
nationally. In addition to structural economic determinants, there are 
four aspects of the current Israeli economic policy and conditions 
which have a central effect on the Arab community. One is related to 
attempts to cut state expenditure which hits Arabs hardest, whether in 
terms of social services, state aid to local authorities or infrastructural 
investment. Though already relatively low, decreased state aid means 
fewer approvals of town plans and industrial zones, more strict 
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allocations of development zone funds and tighter credit facilities.29 
The continuing economic crisis will lead to greater unemployment 
and consequently more unemployment of Arabs as they are the most 
expendable part of the work force.3o As well as increasing economic 
hardship this might encourage greater labour mobility (both 
geographic and occupationaVsectoral) thus maintaining relatively 
low skill development. The high rate of inflation and government 
austerity measures have already adversely affected the Arab 
population disproportionately because of existing low income levels 
and relatively fewer assets and savings upon which to fall back. 

The Arab population has had to respond and adapt itself to national 
trends without seeing most of the benefits of these developments 
within its own community. The import substituting textile industry, 
for instance, employs significant numbers of Arab women, but at 
appallingly low wages and in virtual sweatshop conditions. 
Palestinian Arabs work in certain of the highly skilled new industrial 
branches (electronics, for example) without any of those concerns 
being Arab-owned, managed or located. Arabs have, in principle, had 
access to agricultural technology and have had to compete with its use 
in the Jewish sector. They have not, however, been able to make the 
large investment that successful application of this technology re-
quires. This distorted pattern of sharing in the benefits of national 
economic development, often associated with a proportionately equal 
distribution of costs, is yet another illustration of the emerging picture 
of national communal inequality and in particular, of the conditions 
under which Arab economic development in Israel must labour. 

m. THE STRUCTURE OF THE ARAB ECONOMY IN ISRAEL 

I shall examine the Arab economy in Israel through reference to the 
three issues of greatest concern: the position of the agricultural base 
between continuing decline and self-generated growth; the three main 
forms of Arab industrial activity and the role of entrepreneurship; 
the role of Arab labour in the national economy. 

1. Agricultural structure and activity31 

(i) Land and production 

Arab peasants and farmers cultivate a relatively small proportion of the 
national arable land (18 per cent of the total, or 10 per cent if the dry 
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fanned land in the Negev is included). The total Arab arable area in 
1981 was 756,700 dunums, of which almost half is in the Negev. 
However, Arabs cultivate more intensively than the national level: the 
Arab cropped area is 96 per cent of arable land compared to the national 
level of 92 per cent. 

Field crops accounted for 68 per cent of the Arab culti vated area in 
1981, 13 per cent of the national output, 3 per cent of their value, 2.8 
per cent of gross value added and 13 per cent of the total Arab 
agricultural production. Vegetables and melons were the most signifi-
cant crops. They took only 10 per cent of the cultivated area but 
provided 14 per cent of national output of these products, 15 per cent 
of the value, 15.5 per cent of the national value added and 28 per cent 
of total Arab agriCUltural production. Non-citrus plantations ac-
counted for 21 per cent of the Arab cultivated area, 8 per cent of 
national non-citrus fruit output, 11 per cent of the national branch 
output and 30 per cent of the value of Arab agricultural production. 
Arabs culti vate an insignificant proportion of the national citrus output. 
Livestock, which accounts for 27 per cent of the value of communal 
agricultural production, is almost entirely concentrated in lamb and 
goat meat production, with Arabs producing 41 and 82 per cent of 
national production in those two areas respectively and 40 per cent of 
the national gross value added in both. Other crops in which the Arab 
community produces significant quantities are: barley (accounting for 
31 percent of national output and 77 percent ofthe national crop area); 
tobacco (100 per cent and 54 per cent); cucumbers (40 per cent and 
44 per cent); marrows (30 per cent and 62 per cent); beets (46 per 
cent and 46 per cent); strawberries (41 per cent and 66 per cent); 
melons (35 per cent and 36 per cent); olives (65 per cent and 81 per 
cent); cabbage and eggplants (combined totals of16per cent and 17 per 
cent). 

These figures exhibit the relative significance of certain Arab 
produce to national agricultural output as compared to their relative 
importance to the community's economy. They also make clear the 
volume/value productivity differentials between Arab and national 
agriculture. Arab agriculture is 24 per cent as productive in value/ 
dunum terms as national agriculture and 19 per cent as productive in 
volumeldunum terms. The differential is greatest in field crops (10 per 
cent and 12 percent of production respectively), in non-citrus fruit (19 
per cent and 21 per cent) and in vegetables and melons (57 percent and 
44 per cent). 

Ownership of land is almost entirely private. Only 1 per cent of Arab 
fannareain 1981 wason 'national land' compared with a figure of 81 
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per cent for Israel as a whole. Plots are mostly small and fragmented, 
often to the point of making cultivation uneconomic. Whereas 61 per 
cent of the national cultivated area is in farms of 500 dunums or more, 
onl y 14 per cent of the cultivated Arab area is in farms of that size. And 
in that same category, the average number of dunums per farm 
nationally is 3,265, while for Arabs it is 866. Most farming takes place 
in family units with a certain amount of leasing from Arab and (to a 
lesser extent) from Jewish owners. Jewish farming is almost totally 
organised in co-operative or collective production (moshavim and 
kibbutzim). To date there have been no successful Arab co-operatives. 
One central reason for this is the exclusion of Arabs from the national 
Histadrut-affiliated Farmers Union which plays a central role in 
representing farmers' interests at the national level. 

The quality and distribution of the main agricultural production 
factor, land, is an essential determinant in the performance of Arab 
agriculture. There are sharp discrepancies in the quality of available 
arable land between the two main Arab cultivation areas in the central 
Triangle and the Galilee. 32 

The most detrimental factors determining the quality of land left to 
Arab cultivators is of course the effect of land expropriations. These 
have been applied on a wide scale since 1948, have often targeted the 
best quality land and have left farms divided into disparate plots. Arab 
inheritance patterns have also affected the distribution of land, lower-
ing the relative size of Arab farms. The average size of Arab farms 
in 1981 was under 50 dunums of arable land per owner, compared with 
a figure for Jewish owners of 120. The fragmentation not only reduces 
the potential for economic farming, but also breaks up the better quality 
land. The 'hand and foot' inheritance division pattern splits plots 
between the better and poorer quality land, or divides holdings into 
long narrow strips. Irrigating a 1,000 by 10 metrestriprequires pipes 
so long as to make the enterprise uneconomic. Problems remain in 
making the best use of consolidation through capital and technological 
innovation. 

(U) Water resources and utilisation 

Access to national water resources is restricted by the policies of the 
state water authority.33 Though it is the source of only 59 per cent of 
all domestic, industrial and agricultural water,34 the Israeli Water 
Commission, Mekorot, is responsible for allocating water quotas from 
wells, even the private artesian wells which are prevalent in the 
Triangle.35 The Triangle has always been more advanced agricultur-
ally and obtained permits to dig wells in the early 1950s, before the 
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authorities began to implement more stringent restrictions on water 
distribution and storage. Once dug, the Commission measures the 
capacity of a well and determines how much can be pumped out ofit and 
for what period. Sometimes it will also specify on what crops the water 
can be used. There are no other significant water sources except for the 
few springs which do not provide large quantities. 

Excluding the Negev, only 16 per cent of Arab cultivated land was 
irrigated in 1981, compared to 56 per cent nationally.36 Arab irrigated 
land makes up only 2.6 per cent of the national total; of this total only 
2 per cent is in the Galilee.37 Arab agriculture consumes only 2.2 per 
cent of all water supplied to agriculture.38 Irrigation methods which do 
exist are generally less sophisticated than those in Jewish agriculture. 
In general, irrigation is used on crops with high export value. The 
main system used in Arab villages is the furrow method. Cisterns are 
also used and water is distributed from them to fruit trees and some 
vegetable crops. Sprinklers have been introduced, but careful attention 
must be paid by the user to strength of pump motors, soil type, wind, 
etc. The most recent innovation, found on a small number of holdings, 
is drip irrigation. 

The value productivity of a unit of water in Arab agriculture was 
almost double that in the Jewish sector in 1981/2,39 despite the fact that 
Arabs possess less than 3 per cent of the capital stock in irrigation 
equipment.40 This clearly exhibits an efficiency which goes well 
beyond anything created by Israeli-sponsored 'modernisation'. 
While there is nothing unexpected in the state policy of water 
distribution, Arab expertise in utilising a resource which is even more 
scarce for them than it is nationally illustrates tenacity and ability. 

(iii) Labour, mechanical and chemical inputs 

Arab agriculture suffers a technological gap compared to Jewish 
agriculture because of the high price of chemical and biological inputs. 
Jewish growers organised in the co-operative sector receive 
government subsidies for these items. This situation is further 
aggravated by the need for such inputs to be used in conjunction with 
the proper equipment and other inputs such as soil and water types, the 
absence of large-scale holdings on which these inputs can be most 
efficiently applied, and the lack of a thorough and comprehensive 
agricultural advice and extension service in the Arab agricultural 
sector. Arab holdings of agricultural machinery are relatively less than 
the proportion ofland they own: Arabs own only 8 per cent of all self-
propelled agricultural machines, of which 92 per cent are wheeled 
tractors which are mostly used to pull manual implements.41 
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Within the national economy labour is considered a scarce and 
relatively expensive resource. The crops which have expanded most 
recently are those most amenable to mechanisation. Labour 
intensive crops demand close observation and timely attention to 
detail, which is not compatible with mechanisation. One observer of 
Israeli agriculture has noted that 

... family labour on a smallholding is a low-cost and flexible 
commodity since it is rarely counted and cos ted very carefully, is 
available for long periods each day and 'rests' at low cost at other 
times. Furthermore it tends to become more intimately involved 
in making a success of a particular crop since the family's standard 
of living depends directly on it.42 

Most Arab agricultural wage labour works in Jewish agriculture, 
though Arab farmers with large units will often hire labour at harvest 
or ploughing time. In 1981, only 10 per cent of the total man-years 
worked in Arab agriculture was on other than the labourer's own 
holding.43 This is also shown in the annual fluctuation of the proportion 
of self-employed and family labour on Arab farms, between 55 and 70 
per cent in the period 1977 to 1984,44 while the national average has 
been constant at just over 60 per cent. These forms of self-
employment are obviously the safest and most cost-efficient for 
Arab farmers given the particular constraints within which they 
operate. It allows the concentration on the labour intensive crops that 
Arabs have tended to produce in the past few years. This tendency 
reflects an Arab preparedness to perform the tedious and menial tasks 
these crops require, a result of the division of agricultural labour. Of 
the labour input into national agriculture in 1981, 11 per cent was 
provided in the Arab sector (i.e. not including Arab labour in Jewish 
agriculture), while Arabs constituted 16 per cent of the national 
agricultural labour force.4s 

Arab self-employment also minimises the relative losses incurred 
from non-mechanisation and less intensive application of chemical 
and biological inputs as compared to Jewish agriCUlture. A policy of 
pursuing the 'comparative advantage' of labour intensification has 
allowed Arab agriculture to survive absolutely, and to thrive relative 
to the extent of subsidisation afforded to the Jewish sector. While this 
has been a sort of safeguard for the continuation of Arab agricultural 
activity in Israel, it will not necessarily continue to be the case. 
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(iv) Organisation o/processing and marketing 

The marketing of Arab agricultural produce is carried out through 
seasonal contracting to national agencies which set a price growers 
must usually accept. Whateversurplus remains is sold locally, though 
this is usually small as there is no organised Arab regional marketing 
network. This system is not mandatory but farmers deal with these 
agencies in the absence of any alternative. The absence of Arab-owned 
cold storage facilities, quality control and other ancillary establish-
ments increases Arab dependence on national agricultural institu-
tions. In certain branches, particularly vegetables, some Arab 
produce is exported through national export agencies. 

Most Israeli agriculture is organised in the co-operative sector and 
regional groupings linked to Tnuva, the Histadrut-owned national co-
operative operating in wholesale, processing and distribution. Tnuva 
handles some 75 per cent of all farm output: 'With much of the trade 
monopolised by statutory or quasi-statutory bodies there is little room 
for alternative channels to become established and growers must, 
perforce, use the existing facilities.'46 Though the regulation of 
agriculture has eased in recent years it is still the rule rather than the 
exception.47 The production and marketing boards include represen-
tatives of all branches of production and distribution in all regions as 
well as of consumer interests. The boards advise the government 
and communicate to growers what they consider the total acreage of 
particular crops should be, based on an analysis of market preference 
for varieties, sizes and qualities. Against this background, individual 
producers make applications to plant new crops. 

In the past the process has been co-ordinated by the Ministry of 
Agriculture and national priorities were used to detennine the amount 
of crops to be planted, by village. The guidelines are now more flexible 
and growers, including Arabs, are more or less free to plant what they 
want, except that certain cash crops such as tomatoes, cucumbers and 
strawberries are subject to acreage quotas. With most other crops 
farmers know roughly how much they will be able to sell and 
therefore plant accordingly. However, some branches such as poultry, 
dairy farming and certain fruit crops have remained closed to Arab 
farmers through continued state intervention. Detennination of export 
crops is the responsibility of the export company, Agrexco, which is 
jointly owned by the government and the boards. Agrexco is not 
always responsible for harvesting decisions as the precise arrange-
ments and degree of prior involvement with the producers vary from 
crop to crop. 

The prerequisite for any successful marketing effort is a quality 
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grading and packing process. Quality control takes place at the 
producer/owner packing houses and later at export points by Ministry 
of Agriculture inspectors. Arab farmers deal with their nearest station, 
usually part of a Jewish settlement, which grades the produce and then 
distributes the villages' output among the three main markets of Haifa, 
Jerusalem and Tel Aviv. Arab farmers sometimes grade their produce 
and take it to the markets themselves.48 

The boards issue licenses for the movement of wholesale produce 
to market, with the power to regulate quality standards and prevent 
price reductions. The need to get a license as a merchant effectively 
restricts distribution to existing channels, reducing the number of new 
and competing businesses. In addition to selling to packing houses, 
some Arab farmers sell to buyers who come to the villages; others 
occasionally wholesale or retail directly. Recent deregulation meas-
ures have enabled farmers in principle to sell their produce wherever 
they wish. 

Prices for locally sold produce are established in the retail markets 
and in the three main wholesale centres - farmers can sell at any price 
they can get Sometimes minimum price guarantees are underwritten 
by the government This does not apply to export crops which move 
through Agrexco. It determines the purchase price before planting and 
contracts for quantities on a seasonal basis. The farmer can choose to 
accept the price or not. Prices are set according to dollar rates and are 
translated to the official price at the time of agreement, offering some 
protection against the adverse effects of unfavourable currency move-
ments. 

The existing market arrangements have succeeded in binding 
Arab farmers to a market system within which they have no 
influence, whether through the regulatory agencies or the market 
While the statutory nature of these arrangements has loosened 
recently, this will only lead to further fragmentation and isolation 
of individual Arab producers within the market. More than any other 
producers, Arabs are victims of a monopolised market and have little 
or no leverage. This stage of the agricultural process perhaps plays 
the greatest role in the expropriation of Arab value added. Data on the 
change in value added in agricUlture between 1971 and 1981 indicate 
that while national agriculture increased value added by 186.8 index 
points, Arab agriculture lagged behind at 170.3.49 The differential was 
greatest in field crops (362.2 nationally to 157.6 regionally), poUltry 
(108.6 to 53.6) and vegetables (179.4 to 160.9). 
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(v) Capital and credit 

In 1981, Arabs held 6 per cent of the national capital stock in 
agriculture.50 The Arab share by type of stock was mainly in fruit 
orchards(15 percent of the national total), livestock (12 percent) and 
agricultural equipment and machinery (8 per cent). Together, these 
three types of assets accounted for 88 per cent of all Arab capital stock, 
with irrigation systems and greenhouses making up most of the rest 
(the Arab share of these assets was nationally insignificant at just over 
2 per cent). In 1981, Arab agriculture contributed 6 per cent of national 
gross value added in capital stock.51 

Some of the reasons for this low level of capitalisation have already 
become evident: if it cannot be effectively applied there is little point 
in accumulating capital stock. The Arab sector is largely bypassed by 
development funding that exists for agriculture, because of 
exclusion from the benefits the Jewish co-operative systems obtain. 
There are three types of state investment in agriculture:52 commercial 
infrastructure - irrigation equipment, roads, co-operative grading, 
packing and marketing facilities (none of these facilities exist in Arab 
villages); the building of production units on individual holdings (this 
favours the kibbutzim and moshavim); some working capital. 

Credit can be obtained in the form of seasonal grants from the 
Ministry of Agriculture through any bank. The criteria for eligibility 
are the quantity and nature of crops being grown. The interest rates on 
these credits are usually low. Additionally, development loans are 
given by the Israel Bank of Agriculture for improvement of irrigation 
facilities, construction of greenhouses, further development of 
avocado and grapefruit plantations, livestock breeding and for 
packing and trans-shipment of export crops. These are obtained from 
banks upon Ministry of Agriculture approval which is of course 
crucial: no Arab farmer, for instance, has yet obtained any support for 
poUltry breeding.53 The same applies to citrus growers and livestock 
breeders, but only through a very complicated system of application; 
both are almost exclusively in the domain of the kibbutzim and 
moshavim. There are also loans available for the drainage of lands 
which have a natural outlet but need some slight improvement such 
as levelling to facilitate drainage. 

The production of intensive crops for export is highly capitalised. 
Through the supervised credit scheme (initiated by the Bank of 
Agriculture), the central authority exercises a virtually controlling 
influence over this type of development. Grants and loans on 
favourable terms are only available for projects 'approved' through 
a complicated procedure. Therefore, given the existing limited Arab 
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capital accumulation in agriculture and the difficulty in obtaining state 
support, the Arab farmer has little recourse to increased capitalisation 
via the state. Until now, this has not proved too great a problem, in 
view of Arab agriculture's labour-intensive bias. This situation is one 
that is forced on Arab agriCUlture, however, and not one of choice. 

2. Industrial-commercial-financial structure 

(i) State industrial development policy4 

Despite the virtual absence of any development-oriented activities in 
the Arab sector, state industrial and business development policy has 
an important influence in defining the scope of Arab economic 
activity. This is the case not only for the reasons discussed earlier 
but because of the specific Arab business and industrial forms that 
have evolved in the absence of state involvement. Therelativelyhigh 
profile of private Jewish capital in Arab areas is a significant part of 
the resultant structure. Here, however, it will be sufficient to outline 
the way in which state policy promotes an urban Arab productive 
and service structure with its particular rigidities and flexibilities. 

The Law for the Encouragement of Capital Investment emphasises 
the need to increase employment in development areas and raise 
foreign currency earnings through exports and tourism. There are 
three development zones of different priority which are eligible for 
benefits depending on the content and aim of specific projects. An 
approved project can obtain the status of any of the following; approved 
enterprise; recognised enterprise; approved investment; approved 
loan; approved property. Areas covered by the law include industry, 
tourism, construction and real estate. Theoretically, an approved 
project in the top priority zone needs to provide only 25 per cent of the 
fixed asset investment to start out and can obtain soft loans on 40 per 
cent and government grants on the rest, with several years' subsidised 
operation to follow. 

There is nothing in this law or in overall industrial investment 
policy guidelines which explicitly or otherwise excludes Arabs from 
benefits. Discrimination can, however, occur as aresultofaconscious 
policy decision to refuse to approve even the most eligible Arab project 
if it is deemed politically necessary; ultimately the investment centre, 
which decides on all projects, has complete discretion in the matter. 
However, the 'A'development zone comprises some 28 Arab 
localities with a population of 66,000 and the 'B' zone 47 localities 
with 104,600 inhabitants.ss Together these 75 localities in the top 
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priority zones contain almost 60 per cent of the rural Arab population. 
There is little evidence that they have benefited at all from their 
presence in a development zone. 

The other important aspect of industrial/business policy 
originating in state and affiliated bodies is that of the Histadrut which 
regularly assumes some moral responsibility for the encouragement 
of Arab development. Its 1983 Congress, for instance, passed a 
lengthy resolution highlighting the importance of the Arab regional 
activities of the Histadrut banking and marketing agencies and the 
need for intensification of the activity of the Histadrut holding 
company, Revrat Ovdim, in Arab communities. These activities 
were aimed at 'establishment of industrial plants in Arab and Druze 
(sic) villages ... and expansion of services provided by Revrat Ovdim 
companies in the Arab sector'.56 Specifically, Revrat Ovdim was 
instructed to 

attempt to influence the government to provide the status of devel-
opmentregion to industrial zones in the Arab and Druze villages and 
to prepare an industrial base inside these villages ... such ventures to 
be carried out along with Arab and Druze workers, investors 
and initiators ... Revrat Ovdim will also work to absorb ... a group of 
academics and skilled Arab and Druze workers and elaborate a plan 
for administration and the social training of this group to make 
them qualified to playa role in the industrialisation of the Arab 
and Druze villages.57 

The initial results of the new strategy were given prominence by 
Revrat Ovdim sources in 1984 with the implementation of a field 
survey of existing Arab industrial potential, the co-optation of 
sympathetic Arab elements, establishment of its first Arab-area based 
joint industrial venture and discrete efforts at establishing partnerships 
with Arab businessmen while also encouraging private Jewish capital 
towards the same. 

(ii) Strength of national capital penetration 

While public sector capital is not invested in Arab projects, there has 
been an increasing level of Jewish private capital deployment in the 
region, in addition to the Histadrut initiative. This private initiative 
arises partly out of the open field for cheap labour exploitation created 
by the absence of a state development policy and an untapped and 
flexible labour market It is also a natural function of the private 
sector (primarily the textile industry) aiming to reap superprofits in 
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an era when the highest growth is promised in the new, capital intensive 
industries. 

The fonn of penetration has mostly been of a subcontracting nature, 
transferring labour intensive stages of the labour process to areas 
where abundant and cheap female labour can easily be mobilised. It 
has either involved establishment of wholly Jewish owned subsidiaries 
or joint ventures with local subcontractors. As a result, of the 410 
industrial plants said by Hevrat Ovdim to exist in the Arab region in 
1983,16 percent were non-locally owned.58 This is not an especially 
high proportion and the figures do not exist to show how much of the 
Arab labour force was employed in these enterprises and which 
industries are non-Arab owned. It can be assumed, however, that they 
are likely to be those with a direct link to the Jewish economy: 
textiles/clothing, food processing, chemicals and plastics and 
possibly some jewellery/ornament plants. As it is doubtful that 
private investment would be made in small-scale units in any of these 
branches it is likely that most of the non-locally owned factories are 
larger scale (which means in this framework that they employ more 
than 10 workers). Given the predominantly small-scale nature of Arab 
industry, a substantial part of the larger units are therefore likely to 
be non-locally owned. 

While direct Jewish control and the extraction of value added was 
predominant in the past decade, recently new patterns of the co-
optation of local capital into private Jewish investments have begun 
to emerge. One example is the reported agreement between Jewish 
and Arab venture capitalists to build a factory for the production of 
prefabricated industrial buildings, with an initial capital of US$ 2 
million split on an equal basis.59 The preference for this joint 
investment might reflect Jewish hesitation about new substantial 
commitments in the Arab areas, especially in the prevailing recession. 
But it is also a function of the needs for the expansion of Arab 
commercial capital into continuously profitable spheres. 

Histadrut-sponsored projects in industry, banking and marketing 
complement this private sector thrust into the Arab area. The new 
'Company for the Development and Industrialisation of the Arab and 
Druze Sector' ,launched in 1983/4 under Jewish management and with 
Arab collaboration, has initiated 'a number of projects based on joint 
Hevrat Ovdim and Arab funding ... among them a tehina factory in Urn 
al-Fahm at a cost of US$ 300,OOO'.fiO This much heralded factory, 
employing 20 workers and under local Arab management is a fifty-
fifty joint venture and may indicate a pattern for future investment 
To date, that is the only reported industrial enterprise launched under 
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this initiative; the present economic conditions in Israel have appar-
ently slowed the momentum of the drive. Five supermarkets are 
planned for Arab areas in the near future with a total capital investment 
ofUS$ 3.5 million, serving a population of 130,000 and employing 300 
workers. 

This new Histadrut approach, despite the potential for furthering 
dependent Arab integration into the national economy, should be 
viewed in relation to the degree of Histadrut activity in the Jewish 
sector.61 In 1982, of the 14 large supermarkets (Hamashbir) in the 
Galilee (an area approximately 50 per cent Arab), only one 
supermarket was in an Arab locality; of the 20 Hapoalim banks only 
three were in Arab towns. And while the Hevrat Ovdim had established 
73 industrial projects in the region by 1982, none were in Arab 
localities. 

The penetration ofthe Arab sector by Jewish public and private 
capital, small and reluctant as it is, has its negative consequences. It 
strengthens the pattern of enforced dependent integration of Arab 
capital and productive capacity into national projects, when and if 
expedient. On another level, the expansion of large-scale Jewish mar-
keting can seriously threaten the livelihood of traditional Arab 
commercial sectors without offering alternative sources of work or 
security (except perhaps as supermarket employees). And the 
establishment of partially Jewish financed medium-to-Iarge scale 
enterprises in traditional Arab production branches tends to squeeze 
out the remaining smaller scale Arab producers in those fields. 

(iii) Industrial mix, structure and scale 

Textile/clothing and construction material manufacture dominate the 
Arab industrial scene.62 The other two branches where there is a 
proliferation of small, often self-employed production units are wood 
and metal working. There is a problem in grouping within the same 
figures self-employed production units and those larger scale produc-
tion processes which involve greater application of fixed and variable 
capital (such as clothes factories, cement or tile factories and heavy 
metal works). 

If we differentiate between units with one self-employed operator 
and those with at least one employee, the situation becomes clearer. 
The first group includes some 200 units, all in the carpentry and metal 
working branches, producing primarily for local individual customers, 
but also undertaking subcontracting orders for larger Arab or Jewish 
concerns in the same or complementary branches (especially 
construction). The second group is dominated by clothing and 
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construction materials manufacture, but also contains some large 
metal and wood working plants. There are smaller proportions of 
plants producing food, plastics and chemicals and paper and printing 
materials. Forty per cent of the plants in this group employed over 
ten workers,31 per cent employed between five and nine and 29 per 
cent between one and four. 

This group (food, plastics, chemicals etc.) employed over 8,000 
workers in 1983, constituting some 30 per cent of the Arab industrial 
labour force.63 Seventy-one per cent of those locally employed were 
women, mainly in the textile and clothing branches, the branches 
which also had the highest levels of Jewish capital penetration. It can 
therefore be assumed that a majority of Arab industrial workers are 
employed directly or indirectly by Jewish capital. 

The prevailing industrial mix is determined by two factors: the 
extent of public and private Jewish capital penetration and the remain-
ing scope for individual Arab business initiative which prevailing 
skill levels and capital ownership permit. In a few individual cases, 
Arab entrepreneurs have succeeded in combining these two factors and 
have expanded their industries (for example, metal work and stone 
cutting) through linking to Jewish capital and markets. The main 
market for Arab industrial production isJewish, except at the extremes 
of the scale. The smallest producers' output is consumed locally and 
the largest concerns sell both to the sectoral and national markets. 
There is nothing in the actual distribution of capital investment 
between branches that is in itself an obstacle to growth. Despite 
much fascination with capital intensity and technological processes 
in Israel and elsewhere, there is no clear evidence that more 
traditional, labour-intensive processes have less value adding capacity. 
On the contrary, some recent analyses of industry in the occupied 
territories indicate the opposite.64 

(iv) Arab industrial/business outlook and practice65 

The level of Arab entrepreneurial activity is influenced by the 
constraints imposed by Jewish capital penetration, the market and 
resource options open to business initiation and existing patterns of 
capital accumulation. These barriers have an effect at all levels of 
activity. Theirperpetuation is primarily a function of the segmentation 
of Arab society, the isolation and indi vidualisation of enterprises 
and the minimal business experience that has been acquired (except 
on the most specific and local of levels). 

On their particular level and within their different horizons, the 
strata of self-employed craftspeople and artisans, industrialists, 
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traders and other entrepreneurs naturally have their own goals and 
strategies. However, in most economies, these different initiators have 
an overall common interest and even a common consciousness. 
Indeed, the existence of professional associations, chambers of 
commerce and specific sectorally oriented business services testifies 
to this. In addition to sharing a common interest, the components of 
the business sector in any country have, at different stages and in 
different ways, a common strategy with regard to relations with 
consumers, government, labour, financial sources, trading partners and 
so forth. 

Israel is no exception to this pattern, but its Arab business sector is. 
It might be argued by proponents of state policy that small-scale 
businesses, Arab or Jewish, have common goals while larger concerns 
have theirs. But this is fallacious since all elements of the Arab 
business sector, even to an extent the co-opted ones, are dealt with 
by Jewish public and private capital as the 'Arab sector'. Furthermore, 
our analysis has shown a distinctly Arab pattern of industrial and 
business formation, with only a few exceptions, that has very little in 
common with any existing Jewish patterns. The metal and wood 
working, sewing and building businesses and even the car mainte-
nance garages of the Arab region share wider similarities with their 
counterparts in the occupied territories much more than with those 
in the Jewish sector. 

The absence of common Arab industrial goals and strategies 
encompasses two more specific weaknesses in the pattern of 
industrial activity. On the one hand, it is only very recently that the 
possibilities of intra-entrepreneurial integration have been raised. So 
far, this has been on the level of horizontal links between wealthy 
capitalists and businesspeople, with an eye to establishing a joint 
venture Arab commercial project Theredoes notappear to have been 
any general emergence of an Arab business/industrial 'class 
consciousness'. This leads to the second consequence of the absence 
of a sectoral strategy. There have been no attempts to date within the 
Arab business community to identify and mobilise potential intra-
sectoral or inter-sectoral linkages, an important characteristic of Israeli 
economic structure and activity. The whole sphere of subcontracting 
within the clothing industry and, to a lesser extent, wood and metal 
working trades is a practice essential to the dynamic of Jewish 
involvement. Examples exist of such methods, for instance, in the 
construction sector, where builders subcontract out doors and 
window frames to local craftspeople. This practice, however, has not 
been the result of a clear strategy to cut costs most efficiently and 
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raise profit margins. Nor has there been any significant attempt to 
invest in food processing industries (except in the case of olive oil and 
some dairy produce) which would have an assured Arab source of 
supply. The absence of intra- and inter-sectoral linkages not only 
helps to maintain the fragmentation of Arab producing power 
nationally, but also restricts entrepreneurial contact and mutual 
learning and accumulation of comprehensive experience in 
production and marketing techniques. Most importantly, it slows 
potential expansion of the sectoras a whole which remains dependent 
on existing and established sources of materials and lines of 
marketing. 

There are other weaknesses apparent in the path of Arab industrial 
growth. These include the low level of management and administra-
tive expertise, insufficient absorption and utilisation of new technolo-
gies (even simple ones), a reluctance to invest and tie up liquid 
commercial capital in productive spheres, and the virtual absence of 
any inclination to export or benefit from Israeli strength in the 
science-based industrial sector. None of these is necessarily the 
'correct' thing for the Arab industrial sector to be doing. The Arab 
sector does not lack the potential, required experience, capital, techni-
cal expertise, labour or social structure to ameliorate these conditions 
of business activity. It has, however, until now lacked the 
institutionalisation and co-ordination of its accumulated resources 
and experience that could more efficiently and successfully mobilise 
that potential to the benefit of entrepreneurs and labour alike.66 

(v) Financial patterns: constraints and new formations 

Traditionally, private Arab savings have been low, because of low 
incomes, and directed to residential building, real estate, occasional 
small commercial ventures and conspicuous consumption. The use of 
savings to improve basic living standards through, for instance, the 
purchase of consumer durables, is not uncommon. Nor is the need to 
compensate for the absence of state subsidies on land and residential 
construction by investing in home building. Any remaining savings are 
not deployed in business ventures either because of traditional fear of 
risk among the older generation which largely possesses this capital, 
or simply because of the serious lack of opportunities within the Arab 
business sector.67 It is safer and easier to leave savings in a bank in 
long term deposits, to lend it locally, or even to put it into stock market 
speculation than to invest in a weak, informal and disorganised Arab 
industrial and business sector. 
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Income, expenditure and savings figures for 1979/80 show some of 
the disparities between Jewish and Arab households.68 Average 
national income is 1.4 times that of the average Arab household, 
national consumption expenditure is 1.5 times Arab consumption 
expenditure, national taxation levels are almost double and national 
savings seven times that of the Arab household savings. In fact, Arab 
households dissave by over 1 per cent of their monthly income. It 
should be remembered here that average Arab households are 
significantly larger than the national. This helps explain the fact that 
84 per cent of monthly Arab income goes to consumption expenditure 
and 19 per cent to non-consumption expenditure (taxation and 
transfers). 

While the 'average' Arab household will not be the usual 
industrial or business investor, these figures highlight the narrow 
capital base which exists in the Arab community. The main examples 
of substantial Arab capital accumulation are found not in private 
family savings patterns but in the instances of individual 
entrepreneurs who amassed wealth (industrial, marketing or other 
business) through inheritance, land originating capital, or through 
collaboration with and deployment of Jewish capital. Succesl)ful 
examples of the independent path of Arab industrial investment and 
production are few and far between: they too either benefited from a 
specific Israeli market (such as the Kadamani metal works contracts 
with the Ministry of Defence) or through a specific advantage in raw 
material or skills (such as that held by the Boulos marble and granite 
works). 

(vi) Private and institutional entrepreneurship and initiative 

Without recourse to the extensive theoretical literature on 
entrepreneurship, and with the limited data at hand, an initial profIle 
of Arab entrepreneurial types in Israel can be drawn. It serves the 
purpose of better classifying existing groups which have undertaken 
economic initiatives of some sort. The specific nature of Arab 
entrepreneurship, not even common in the West Bank or Gaza Strip 
experience, is rooted in the historical circumstances of its evolution. In 
fact, it is significant that it is even possible to talk of Arab entrepreneurs 
in Israel in light of the fact that they almost all arose from nothing. 

The expulsion of the bulk of Palestine's industrial and commercial 
elite and the isolation of the rest outside the reach of Arabs in Israel had 
a devastating effect on social and economic structures. The work 
process of mobile labour within the Israeli economy, though a hard 
path, laid the foundations for the emergence of individual entrepre-
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neurial experiences. Increasingly, Arab contractors and subcontrac-
tors develop their own contacts, directly initiate employment, are 
equipped to fmance and compete, refuse to accept cut-rate work, have 
their own means of production and long experience in product handling 
and holding market concessions.69 

The most obvious, somewhat traditional, form of Arab 
entrepreneurship is that of the few large capitalists and 
businessmen. They are active in commerce, industry and agriculture as 
wholesalers, commercial agents holding concessions, large-scale 
industrialists and modem capitalist farmers and landowners 
(especially in the Triangle). This form of entrepreneurship is defined 
primarily by the combination of its own inherited or accumulated 
wealth (originating, for example, in real estate orland) with a working 
relation with the state and Jewish capitalist concerns. This relation 
usually involves investment by the latter in the form of capital, 
management and technical expertise or distribution networks; 
otherwise, legal and political facilities or cover is provided in return 
for political collaboration and support. The relation of this group to 
its capital is individual and personal and rarely through the intermedi-
ary of a large limited share company or other institutional arrangement. 
Even when this exists (as with the Boulos enterprises), the personal 
stake in the concern is considerable. 

A second entrepreneurial stratum can be discerned in the 
widespread practices of smaller scale intermediation between Jewish 
(and sometimes big Arab) capital and Arab consumers and labour. 
This group is active primarily in commerce, wholesaling on a small 
scale and retailing in an attempt to fill the gaps in distribution linkages 
in the Arab community and between it and the Jewish economy. It 
engages as well in regional subcontracting in industry, through own-
production, others' production or providing labour for Jewish capital. 
This group of entrepreneurs also works in providing labour for export 
from Arab to Jewish concerns outside, along with Jewish labour 
contractors and enters financial spheres, engaging in illicit and exploi-
tative usury, drawing on its readily available liquidity. They might 
have links with the first group, in a mediatory role with other 
entrepreneurs. This group has an aggressive and ambitious view of 
its potential, always seeking new ways to make a quick and substantial 
profit at minimal risk. This is arguably the most parasitic and 
dependent form of entrepreneurial activity within the Arab commu-
nity. 

The third type is that of the smallest scale, usually (but not always) 
self-employed entrepreneurs in agriculture, industry, construction 
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or commerce. This group includes individual craftspeople and 
artisans, small construction contractors and small consumer goods 
retailers, of the so-called workshop economy. They also provide 
professional, community and private services or production. The 
outlook of this group is limited, with little confidence in their ability 
to expand or break out of established productive routines, though they 
are not averse to doing so if the means are made available. It is 
capable of initiative and development of new skills and techniques, 
but operates under too many constraints to be able to afford the time 
and financial expense. 

There also exist three types oflocal institutions which play key roles 
in development in the Arab economy.70 Those with the greatest 
interest in economic development are probably the Arab co-operative 
societies, though the scope of their interests is very localised. The vast 
majority either provide drinking water or irrigation water to more 
remote localities, while others provide electricity and other infrastruc-
tural services such as housing and transport. There are only a few 
consumer and credit co-operatives and a small number of general 
agricultural and marketing co-operatives. Secondly, Arab local 
authorities, though not even having the resources to cater for the basic 
infrastructural needs of the inhabitants they serve, have a degree of 
jurisdiction in economic development areas. The third and final 
category of institutions involved in development is the range of more 
informal local or regional interest groups which bring together people 
of a similar profession, area, religion or interest. They are usually 
voluntary bodies with minimal organisational capacities and 
material resources. Their primary strength lies in their ability to 
highlight a seriously perceived public need and possibly to mobilise 
popular pressure. 

Each of these three types suffers from its own problems and 
weaknesses or is legally or institutionally bound to state and affiliated 
interests; none has explicit strategies for their own development, much 
less for the Arab community as a whole. 

3. Arab labour in Israel: its contribution to national growth71 

Despite the higher proportion of the Arab population aged 14 years and 
over, the Arab rate of participation in the labour force is significantly 
lower than the Jewish rate: 39 per cent compared to 52 per cent. This 
is due to the relatively low participation of Arab women. However, 
the trend of greater Arab participation in labour has meant a rising 
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overall Arab rate in the labour force.72 Generally, unemployment is 
more prevalent among Arabs and hits them harder than Jews. The 
national rise in the number of unemployed between 1979 and 1984 of 
131 per cent (from a rate of 2.9 per cent to 5.9 per cent) was mostly 
borne by the Arab sector. The number of unemployed Arabs rose 
three-fold (from a rate of 2 per cent to 6.6 per cent). Arabs formed 12 
per cent of the labour force but a higher proportion of the unemployed 
in 1984. 

The sectoral composition of the employed Arab labour force has 
changed radically since 1948. Agricultural employment declined to 15 
per cent of the work force by 198073 and to only 9 per cent by 1984. 
Construction absorbed increasingly more Arab employees, its share 
having risen from 19.5 to 21 per cent in the same period. Industry, 
electricity and water accounted for 21 per cent of those employed in 
1980. There was a small decline in employment in these areas in 1982 
(20 per cent of the total employed), but by 1984 they were the largest 
overall employers taking 22 per cent of the Arab work force. Public 
service employment consistently rose until 1982, since when it has 
been on the decline, largely reflecting public sector cutbacks in the 
Arab sector. At the same time personal service sector employment 
was on the decline until 1982; subsequently it has started to grow again. 
A notable development has been the rise in the share of commerce 
in total Arab employment; up from 10 per cent in 1980 to 13.5 per cent 
in 1982, a level it has maintained since. Public services and industry 
absorbed the greatest proportion of labour in 1984 (26 per cent and 21 
per cent respectively), commerce maintained its share at between 11 
and 12 percent, while agriculture and construction continued to decline 
and are currently the smallest sectors (approximately 5 per cent each). 

More recently available figures indicate that labour leaving 
agriculture has gone mainly to industry and construction. Over the 
period 1978 to 1984, industry and construction were the two sectors 
which lost the most labour to other sectors and seemed to have the 
largest labour turnover. The sector with the greatest stability of tenure 
was public services, while transport, commerce and finance all 
contained in 1983 the greatest proportions of workers who had 
previously been employed in other sectors. These trends among Arab 
workers contrast with the structure of the national labour force. 

The occupational characteristics of Arab labour reflect its position 
as a largely manual, low skilled production force. While 27 per cent 
of employed Arabs are in the academic, professional, administrative, 
clerical and sales (the so-called white collar) categories, over 57 per 
cent of Jews are in those occupational levels. Though 62 per cent 
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of employed Arabs are production workers, the corresponding 
national proportion is 30 per cent The proportion of skilled workers 
is 40 per cent among Arabs, as compared to a national level of 23 
per cent. The trend has, at times, been towards a narrowing of these 
differentials, but in recent years there has been increased divergence. 

There is startling new evidence of a 'de-skilling' process at work in 
the Arab labour force. Of the 9,900 unskilled production workers in 
1983, almost 10 per cent had been classified as skilled in 1978. Of the 
27,900 skilled workers in 1983, only 4 per cent had been unskilled in 
1978. A large proportion of service workers (8 per cent) and sales 
workers (10 per cent) in 1983 had been skilled production workers 
in 1978. Those two occupational categories had by 1983 also 
absorbed significant proportions of 1978 unskilled production work-
ers. On the whole, there appears to be minimal occupational mobility 
from the 'blue collar' to the 'white collar' categoriesexceptto the sales 
and service sectors, which in the case of the Arab labour force are 
mostly manual labour processes anyhow. 

Arabs' status at work as employees does not differ significantly 
from the national proportion (77 and 79 per cent respectively in 1982). 
However, the proportion of Arabs who are employees has been rising 
due toa drop in self-employment and unpaid family labour, primarily 
in the declining agricultural sector. The number thus employed in 
agriculture fell from 12,000 in 1969nO to 8,000 in 1983/4. An 
important and striking feature of Arab labour in Israel is its high level 
of mobility: in 1984, 53 per cent of employed Arabs worked away 
from their place of residence. This proportion has fluctuated between 
54 and 45 per cent since the 1970s, increasing in times of economic 
recession and with the decline in local employment opportunities. 
This is a phenomenon which is almost non-existent in Jewish localities 
and is indicative of the Arab economy's crucial role in fuelling Israeli 
economic development. 

v. CONCLUSIONS 

The future prospects for the Arab economy in Israel cannot be clearly 
outlined. The range of features which constitute that economy can 
be interpreted both as incentives and barriers to growth. However, 
these are not static features and each year witnesses changes in 
established trends or accentuations of their path. While these factors 
might have contributed to the establishment of an unequal relationship 
between the Arab and the national economies, their dissolution or 
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weakening could reverse existing patterns and trends. 
For example, a change in state resource distribution, an alleviation 

of political grievances that have provided a focus for crystallisation of 
the Palestinian Arab identity, continued convergence of demographic 
trends, the breakdown of patterns of geographic and residential 
segregation (e.g. through the Arab population spilling over into 
Jewish areas or the successful 'Judaisation of the Galilee') are all 
developments which would decrease divergences. Additionally, the 
effect of the various barriers to autonomous development remains 
formidable and the established patterns of integration and subservi-
ence attest to the success of national policy. In this case, future growth 
could well maintain its current path of distorted national patterns and 
prerequisites. 

On the other hand, increased Arab success in agricultural 
innovation, more aggressive and innovative entrepreneurship, or the 
beginnings of significant private Arab capital accumulation and 
investment would help the emergence of a more pronounced Arab 
economic profile in Israel. As regards growth prospects in the light 
of these possibilities, the relative homogeneity of sources and modes 
of production, consumption and income, the localisation of economic 
activity and the response to external factors, especially state policy, 
provide the basis for the crystallisation of internal dynamics of growth. 

NOTES 

1. The tenninology used in the description of the different national groups 
in Israel is highly contentious and often confusing. Israeli officials often 
referto the Arab population as 'Israeli Arabs '; official statistics refer to 'non-
Jews'; the population itself would, by and large, refer to itself as Palestinian 
Arab, or simply Palestinian. The use here of' Arabs' should be understood as 
referring to 'Palestinian Arabs', but this usage should not be tmderstood as 
implying any specific political opinion. Similarly, the use of the term' Jews' 
refers to 'Israeli Jews'. In official terminology these can be Jewish citizens of 
the State of Israel or any of the various permanent resident categories. 

2. These issues are discussed in depth in R. Khalidi, The Arab Economy 
in Israel: Dynamics ofaRegion' sDevelopment (Croom Helm, London,1988), 
chapter 1. 

3. Central Bureau of Statistics, StaJisticalAbstract of Israel, 1985 (Central 
Bureau of Statistics, Jerusalem, 1985), pp. 32,52,703. This, the only 
comprehensive statistical source available, includes East Jerusalem and the 
Golan Heights populations in all figures for non-Jews and legally and 
administratively these territories occupied by Israel in 1967 are treated as part 
of the state. Therefore, however unfortunately, it is impossible to avoid 
inclusion of these areas in our discussion of the Palestinian Arabs in Israel. 
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Data from here on include East Jerusalem unless otherwise stated. 
4. See also K. Nakhleh, • Anthropological and sociological studies of the 

Arabs in Israel: A critique' ,Journal of Palestine Studies, vol. 6, no. 24 (1977), 
pp. 41-70. 

5. United Nations Economic Commission for Western Asia, Summary 
of the Final Report on the Economic and Social Situation and Potential of the 
Palestinian Arab People in the Region ofW estern Asia (UNECW A, Baghdad, 
1985), p. 25. 

6. See, for example,l. Lustick, Arabs in the Jewish State: Israel's Control 
of a National Minority (University of Texas, Austin, 1980), chapter 7; M. 
Tessler, Arabs in Israel (American Universities Field Staff Reports, Hanover, 
1980), pp. 13-24; K. Nakhleh, The Two Galilees (Association of Arab 
University Graduates, Belmont, 1982), pp. 3-9. 

7. Khalidi, The Arab Economy in Israel, chapter 1. 
8. Central Bureau of Statistics, Statistical Abstract oflsrael,1985,p. 32. 
9. Unless otherwise indicated all figures in this section on demographic and 

geographic indicators are derived from the results of the 1983 Census of 
PopUlation and Housing which can be found in Central Bureau of Statistics, 
Statistical Abstract of Israel, 1985, pp. 32-79. 

10. Central Bureau of Statistics, Agricultural and Rural Census, 1981 
-Provisional Results (Central Bureau of Statistics, Jerusalem, 1983). pp. 208-
96. 

11. The second largest Arab locality, Urn al-Fahm, only received 
municipal status in 1985 and is the first Arab municipality to come into 
existence since the establishment of the State of Israel. The other two, 
Nazareth and Shafa 'Amr. have been municipalities since Palestine was in the 
Ottoman Empire. 

12. Figures in Central Bureau of Statistics. Statistical Abstract of Israel, 
1985, pp. 56-7, indicate that only 4 per cent of the Arab population were living 
in another locality in 1978. compared to 13 per cent of the Jewish population. 
As regards the relatively small Arab inter-district migration balance, they 
indicate that the Northern District (especially the Nazareth area) was the main 
source of migration, while the Haifa, Hadera and Beer Sheba sub-districts 
absorbed most of the Arab migration flow between 1978 and 1983. As regards 
the type of localities affected by Arab population movements, it can be seen 
that there was a negative balance in therurallocalities (under 2,000 inhabitants) 
and the Arab urban localities (Nazareth and/or Urn al-Fahm) and/or the mixed 
cities and a positive migration balance especially in the 'small urban'localities 
(2,000-9,999 inhabitants) but also in Haifa and Tel Aviv/Jaffa. 

13. H. Rosenfeld, 'The class situation of the Arab national minority in 
Israel',ComparativeStudiesin Society and History, no. 20 (July 1978),p. 389. 

14. R. Kislev, 'Land expropriations: history of oppression', New Outlook 
(September/October, 1976), pp. 27-32; S. Jiryis, 'Legal structure for the 
expropriation and absorption of Arab lands in Israel', Journal of Palestine 
Studies, vol. 2, no. 8 (Summer 1973), pp. 82-104; Lustick, Arabs in the Jewish 
State. 

15. B. Abu KishI<, 'Arab land and Israeli policy', Journal of Palestine 
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18. N. Makhoul, 'Employment structure of the Arabs inIsrael',lournal 
of Palestine Studies, vol. 11, no. 43 (Spring 1982),pp. 107-115; G. Waschitz, 
'Commuters and entrepreneurs', New Outlook, vol. 18, no. 7 (October/ 
November 1975), pp. 45-9; E. Farjoun, 'Palestinian workers in Israel -a 
reserve army oflabour', Khamsin, no. 7, pp. 120-2. 

19. Y. Ben Porath, The Arab Labour Force in Israel (Maurice Falk 
Institute, Jerusalem, 1966). 
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The West Bank Economy: 
1948-1984 

Antoine Mansour 

I. HISTORICAL BACKGROUND - WEST BANK ECONOMY 
1948-1967 

The establishment of Israel in 1948 led to radical changes in the basic 
economic relations and connections of the West Bank. Before the 
1948/9 war the West Bank economy was fully integrated with the rest 
of Palestine. The war cut the region off from its major commercial 
and industrial centres which constituted the main market for its agricul-
tural output. It also lost access to Mediterranean ports. The influx of 
refugees from the occupied part of Palestine to the West Bank increased 
economic difficulties and created acute problems of unemployment. 

1. Population and employment 

As a result of the flood of refugees from areas conquered by Israel in 
1948/9, the population of the West Bank grew by 59.4 per cent during 
the period 1948 to 1952, an increase of 276,500. According to various 
estimates, the population of the West Bank changed little between 
1952 and 1967, rising from 742,300 in 1952 to 803,600 on theeve 
of the 1967 war. This represented an annual growth rate of 0.54 per 
cent (Table 4.1). Migration from the West Bank, mainly to the East 
Bank ofJ ordan, was more intensi ve in the early 1960s than in the 1950s. 

The high rates of emigration were the result of high rates of full and 
seasonal unemployment on the West Bank during the period 1948 to 
1967. According to World Bank estimates, more than 50 per cent of 
the labour force was full y unemployed in 1954, and a further 20 per cent 
suffered seasonal unemployment. This difficult employment situation 
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Table 4.1: Population of the West Bank for selected years: 1946-1967 
(in thousands)' 

Year 

1946 
1952 
1961 

31.5.1967 

Population 

465.8 
742.3 
801.4 
803.6 

Sources: Estimates provided by Georges Kossaifi, 'Forced migration of Palestini
ans from the West Bank and the Gaza Strip', Population Bulletin of ESCWA, no. 
27 (December 1985); International Bank for Reconstruction and Development, 
The Economic Development of Jordan (International Bank Reconstruction and 
Development, Washington D.C., 1957), pp. 5, 443. 

was saved from becoming worse by the emigration of an estimated 
350,000 Palestinian refugees to Transjordan in 1948, almost doubling 
the original population there of 375,000.2 

The first Jordanian Census in 1961 indicated that about 37.6 per 
cent of the labour force was employed in agriculture, as compared 
with 11.5 per cent in industry and 10.4 per cent in the construction 
sector. The services sector was dominant. absorbing around 40 per 
cent of the total labour force (Table 4.2). 

Table 4.2: Employment by major economic sectors: 1961 

Number % 

Agriculture 64,805 37.6 
Mining and quarrying 4,416 2.6 
Manufacturing 15,238 8.9 
Electricity, gas and water 647 0.4 
Construction 17,956 10.4 
Services 69,075 40.1 

TOTAL 172,137 100.0 

Source: Department of Statistics, First Census of PopUlation and Housing 
(Department of Statistics, Amman, November 1961), vols. 1 and 2, pp. 16-18. 

2. Economic structure 

The West Bank economy under Jordan remained largely underdevel-
oped, characterised by a large agricultural sector with a weak and 
underdeveloped industrial sector dominated by small-scale industry 

72 

TIlE PALESTINIAN ECONOMY 



TIIE WEST BANK ECONOMY: 1948-1984 

and handicrafts. It was heavily dependent on imports of 
manufactured goods. Estimates based on an economic survey of the 
West Bank conducted by the Israeli authorities in 1967 and using 
available Jordanian data indicated that the contribution of the 
industrial sector (mining and manufacturing) to total GDP was less 
than 9 per cent in 1966, while that of agriculture was about 27 per cent. 
The services sector dominated, contributing about 56 per cent of total 
GDP. This was due partly to the important role played by tourism in the 
economy (Table 4.3). 

Table 4.3: Contribution of major economic sectors to total GDP: 1966 
(percentage) 

Sector 

Agriculture 
Manufacturing and mining 
Electricity. gas and water 
Construction 
Services 
TOTAL 

% of GDP 

27.1 
8.8 
1.5 
6.4 

56.2 
100.0 

Source: Economic Planning Authority. Economic Survey of the West Bank 
(1967) (Economic Planning Authority. Jerusalem. 1967) p. 7. 

A report of the Central Bank of Jordan estimated that the West Bank 
had,on the eve of the June 1967 war, '46.9 percent of total population 
and its manpower contributes a proportionate share to the economic 
activity of the country .. .It accounts forroughly 40 per cent of the GDP 
of the country, produces between 34 and 40 per cent of Jordan's 
agricultural production, accounts for about 20 per cent of Jordan's 
industrial output and generates between 53 and 60 per cent of the gross 
product of services in the Kingdom' .3 

3. Investment 

In 1950 the West Bank was more developed than Transjordan in almost 
every respect - economically, socially and in terms of human 
resources. By 1967 the East Bank had achieved better than parity. The 
large increase in the urban population, the development of the port of 
Aqaba and the fact that Amman became a political and commercial 
centre led to the rapid economic development of the East Bank. Most 
investments were allocated to the East Bank. 
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Investment in the West Bank: was low. It was estimated by the Bank 
of Israel in 1969 that less than 14 per cent of the West Bank's GDP 
had been allocated to investment in 1965 (Table 4.4). The low rate of 
investment may be explained by the limitations of the market, the low 
levels of saving and the emphasis on East Bank development in the 
Jordanian budget.4 Only one-third of total investment in Jordan was 
allocated to the West Bank. S 

Table 4.4: Resources and uses of resources per capita in the West 
Bank: 1965 (in Jordanian dinars at 1969 prices)6 

Private consumption 
Public consumption 
Gross investment 
Exports 

Total resource use 

Less imports 
GOP 

Memorandum items (in per cent) 
Ratio of imports to GOP 
Ratio of investment to GOP 

JO 

71.02 
13.00 
11.22 
17.24 

112.45 

32.24 
80.20 

40.3 
14.0 

Source: Bank of Israel, The Economy of the Administered Areas in 1969 (Bank 
of Israel, Jerusalem, 1971), p.9. 

Available data indicate that about two-thirds of investments in the 
West Bank went to the construction sector, which was confined 
largely to private housing. The building boom from 1948 to 1967 
followed the net growth of the population and theincreasing amount 
of remittances transferred by Palestinian workers, most of which 
went into building homes. Public sector investment was very limited. 

Table 4.5: Distribution of gross investment by economic sectors: 1962-
1965 (percentage) 

Sector 1962 1963 1964 1965 

Housing 58.8 72.1 73.1 73.5 
Other Construction 8.8 10.3 10.5 10.8 
Transport & other equipment 32.4 17.6 16.4 15.7 
TOTAL 100.0 100.0 100.0 100.0 

Source: Economic Planning Authority, Economic Survey, p.20. 
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TIIE PALESTINIAN ECONOMY 

4. Balance of trade 

Available data indicate that the West Bank had a large balance of trade 
deficit, the export-import ratio being less than 18 percent. About 78 per 
cent of total exports were made up of agricultural products, mainly 
water -melons, melons, citrus, grapes and tomatoes; the main processed 
exports were olive oil, soap and marble. The East Bank absorbed about 
46 per cent of total West Bank exports, while the bulk of the remaining 
exports went to Arab countries. The major portion (82.3 per cent) of 
West Bank imports came from outside Jordan and was composed 
mainly of industrial products, which accounted for 90.5 per cent of 
imports (Table 4.6). 

5. Balance of payments 

The West Bank trade deficit was partially met by the export of 
services, mainly tourism, and the rest more than covered by capital and 
unilateral transfers. These consisted of capital transferred by the 
government, UNRWA and other UN agency transfers, and private 
transfers, mainly remittances of former West Bank residents living 
abroad. After taking all factors into account and allowing for errors 
and omissions there was an overall surplus of JD 9 million in 1966. 

Table 4.7: Balance of payments of the West Bank: 1966 (in millions of 
Jordanian dinars) 

JD 
Trade balance -20.0 
Exports 4.3 
Imports 24.3 

Services (net) 17.0 
Current deficit - 3.0 

Capital & unilateral transfers 12.0 
Private transfers 2.0 
Government 6.0 
UNRWA & other UN agencies 4.0 

Surplus 9.0 

Source: Economic Planning Authority, Economic Survey, p.26 
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ll. ECONOMIC DEVELOPMENT IN THE WEST BANK 1967 - 1984 

Indicators such as GNP, per capita GNP, rates of invesbnent, are not 
appropriate measures of the strength or weakness of the West Bank 
economy. These production linked concepts, which are devised to 
study productive economies, have little significance in economies 
dominated by transferred resources.7 The West Bank economy 
enjoys an income disproportionate to its productive capabilities. It 
is heavily dependent upon funds transferred from abroad: revenues 
transferred from Arab labourers working in Israel, remittances from 
emigrants and Jordanian-Palestinian, Arab and international aid. 

Data on national accounts indicate that uses of resources are much 
greater than the GDP, which means that invesbnent is higher than 
savings. The deficit is covered by funds transferred from abroad 
(Tables 4.8 and 4.9). In fact, the ratio of resource deficit to GDP, 
which is equivalent to the ratio of net resource imports to GDP, is very 
high and ranged between 68 per cent and 78 per cent during the period 
1968 to 1984. 

The rate of invesbnent (inveSbnent/GDP) is quite high. It 
increased, at constant prices, from 5.7 per cent in 1968 to 28 per cent 
in 1978 and to 33.6 per cent in 1980. It declined to 23.7 per cent in 1983/ 
4, owing to the net drop in Palestinian and Arab aid to the West Bank. 
This ratio is not dissimilar to the rates of invesbnent registered, at 
constant prices in Kuwait (27.5 per cent) and Syria (30 per cent) in 
1981.8 The rate of invesbnent recorded in the West Bank was financed 
entirely by transfers from abroad. It cannot be considered an 
appropriate indicator of economic performance since the domestic 
saving rate is negative. 

A clearer picture emerges from an examination of the way these 
funds are spent and the economic sectors that benefit from them. The 
West Bank economy suffers from a shortage of capital, the absence 
of adequate financial intermediaries, and the fact that a considerable 
proportion of local savings is transferred to the East Bank. Funds from 
abroad are invested mainly in the construction and services sectors. 
Invesbnent in the commodity producing sectors has been severely 
curtailed during the occupation. There is a very high deficit in the 
area's balance of trade and the area is heavily reliant on imports from 
Israel. 
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TIlE PALESTINIAN ECONOMY 

1. Scarcity of capital and absence of financial intermediaries 

(i) Absence of an adequate banking mechanism 

The West Bank economy functions virtually without a banking system, 
an almost unique situation.9 Arab and British banks, and Arab credit 
institutions, were closed in June 1967 and Israeli banks, which have 
enjoyed a monopoly since then, offer restricted serviceS.lO Deposits 
by Palestinians are limited and little credit is granted. Available data 
indicate that total deposits in Israeli banks were less than 4 per cent of 
GDPofthe West BankandGazaStrip in the period up to 1975,u Before 
the 1967 war they were 29 per cent of GDP. In Israel the rate was 48 per 
centP The deposits are mainly made by merchants to finance 
commercial transactions with Israel. It is unlikely that the volume of 
deposits in the Israeli banks has changed substantially since 1975. 

Credits offered by Israeli banks rose from IS 1 million in 1970 to 
IS 65 million in 1975, or 1.5 per cent of the GDP.13 There has been no 
significant increase in loans granted to Palestinians since then because 
of Israeli constraints (for example, loans have to be approved by the 
Israeli military governor) and because of lack of trust on the part of the 
Palestinian population. 

(ii) Savings transferred to Amman banks 

The weakness of the Israeli currency and high inflation rates in Israel, 
especially in the early 1980s, have adversely affected the savings 
structure of the West Bank. The sole function of the Israeli shekel 
is to facilitate the exchange of goods and services. The loss of confi-
dence in Israeli currency dates from the October 1973 war, and more 
particularly from the devaluation of November 1974, which was 
followed by a policy of 'creeping devaluation' in June 1975. Since 
then the Israeli currency has continuously lost value against major 
currencies although between 1968 and 1974 it was subject to only 
minor fluctuations. The major devaluation of November 1974 was 
accompanied by rising and until recently, accelerating inflation. The 
consmrer price index in Israel rose by over two and a half times 
between 1973 and 1976, and by around 400 per cent between April 
1984 and April 1985.14 The West Bank was similarly affected. The 
West Bank price index rose by 360 per cent in the 1983/4 fmancial 
year. IS 

The instability of the Israeli currency and the lack of adequate 
banking services have led the Palestinian population to hoard their 
savings in Jordanian dinars. A considerable part of these savings is 
transferred to Jordan, either for deposit in Amman banks or investment 
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in land and real estate. Savings in Amman are not redistributed as credit 
for West Bank concerns as entrepreneurs there cannot meet the 
guarantees and conditions demanded by Amman bankers. 

The informal money market, mainly the money changers who play 
an active role in the economy, accept cheques drawn on Amman banks 
and transfer funds between the East and West Banks. But these have 
not been able to channel savings into investment credits.16 

The West Bank economy therefore suffers from a substantial 
shortage of the capital required for the survival of industrial 
enterprises and agriculture, and the creation of new economic 
activities. According to a nwnber of field studies the West Bank 
economy depends almost exclusively on self-fmancing. The 
investigation carried out by Bakir Abu Kishk on the industrial sector 
indicates that about 90 per cent of industrial firms in the West Bank 
stated that their investment had come from private funds or from 
partnerships.17 

2. The domination of transferred resources 

(i) Transfers from workers in Israel or abroad 

According to Israeli sources, wages transferred from West Bank 
labourers working in Israel or abroad constituted 5.2 per cent of GNP 
in 1968,23 per cent in 1976, 29 per cent in 1983 and about 27 per cent 
in 1984.18 The Central Bureau of Statistics estimates that two-thirds of 
revenues transferred from abroad are the wages earned by West 
Bankers working in Israel. 19 About one-third of the West Bank labour 
force is employed in the Israeli economy; this corresponds to more 
than half of the total of wage earners.20 

One of the main characteristics of the West Bank economy is the 
high rate of emigration and as a consequence significant remittances 
from abroad. Although rates of emigration during Israeli occupation 
are similar to those registered before 1967, the nature of the emigration 
in the more recent period is quite different Emigrants leaving the 
West Bank can only return to their homeland with a 're-entry permit' 
issued by the Israeli authorities. These permits are granted under 
various types of restrictions applicable to different categories of the 
residents outside the West Bank. Moreover, the vast majority of 
people who were abroad during the 1967 June war have been refused 
permits and are therefore unable to return home. Another main 
characteristic of Palestinian migration from the West Bank after 1967 
is that it affected entire families, not just men of working age.21 Since 
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1967 military occupation policies have prevented development and 
maintained the pressure on people to look for work outside the region. 

According to Jordanian sources, about 177,ooopeople were forced 
to emigrate during the three months following June 1967.22 About 
10,000 persons were leaving the West Bank annually between 
September 1967 and 1974, and the rate rose to around 15,000 per 
annum from then until 1982. The effects of emigration appear clearly 
in the low annual rate of increase of the population, which was only 
0.56 per cent between June 1967 and 1982, while the natural increase 
was over 3 per cent per annum.23 The rate of emigration declined after 
1982 when Jordan introduced new measures to curb movement out of 
the West Bank and the decrease in oil revenues led to a drop in job 
opportunities in the Arab Gulf states. 

No accurate figures are available on the amount of remittances trans-
ferred to the West Bank. The Israeli Central Bureau of Statistics 
underestimates earnings of residents working abroad,24 since thou-
sands of emigrants are no longer considered residents.2S The fact that 
remittances are not channelled through a banking system creates 
another difficulty. The Central Bank of Jordan gives estimates for 
the total remittances of emigrants from both the East and West Banks. 
It is not possible, however, to estimate what proportion of this money 
crosses over to the West Bank. Central Bank figures are not 
comprehensive because a significant part of total remittances is 
transferred through money changers not banks. Furthermore, remit-
tances by West Bank emigrants are not fully transferred to their 
families. Some of their earnings are deposited in accounts in Amman 
banks. However, total remittances channelled through the banking 
system from both West Bank and East Bank emigrants have increased 
considerably in recent years. According to the Central Bank of Jordan, 
total remittances jumped from JD 46.86 million in 1975 to JD 475 
million in 1984.26 With the significant falls in oil prices registered in 
the mid-1980s, however, this figure can be expected to have fallen. 

(U) Funds transferred/rom institutions and organisations abroad 

The West Bank economy depends heavily on the aid provided from five 
major sources: the Joint Jordanian-Palestinian Committee for the 
Steadfastness of the Palestinian People in the Occupied Homeland, the 
Palestine Liberation Organisation, the Jordan Government and Arab 
and international aid. The total aid figure has dropped significantly 
since 1982. The Joint Jordanian-Palestinian Committee has been 
the most important source of investment from outside. Since it started 
operating in 1979 most of its funds have gone to social services, 
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infrastructural and construction projects. Funds transferred to produc-
tive sectors are of little importance. Agriculture and industry were 
allocated 12.5 per cent of the Joint Committee aid between 1979 and 
1985 as compared to 15.4 per cent for housing. The annual allocation 
of the Joint Committee to the occupied territories reached a peak: of 
US$ 101 million in 1982. The budget has been reduced considerably 
over the last three years, as several Arab countries stopped contributing 
to the Committee's fund. Allocations for the years 1984 and 1985 
dropped by 70 and 50 per cent respectively.27 

Funds transferred directly by the PLO to the West Bank as well as 
the wages of government employees engaged before 1967 and grants 
to municipalities and co-operatives are not documented. Other Arab 
aid goes directly to Arab institutions and organisations, mainly 
municipalities, universities and charitable societies. 

International aid comes from three main sources: the US 
government, the European Economic Community (EEC) and United 
Nations agencies. US government funds are disbursed through 
private voluntary organisations. Their purpose, according to a 
resolution of Congress in 1974, is 'to support projects and expand 
institutions in the occupied territories of the West Bank and Gaza to 
help build the socio-economic underpinnings necessary to preserve 
peace'.28 Projects have to be approved by the US Agency for 
International Development (USAID) and thereafter the Israeli 
military authorities. The Israeli military authorities in tum distort the 
programme and aim it towards projects related to infrastructure and 
public works; thus less than one-third of the budgets of private 
voluntary organisations is devoted to economic development projects. 
The actual investment of US AID money between 1977 and 1983,after 
the approvals process was complete, was approximetely US$ 16 
million.29 Although these funds are limited in absolute terms and 
obviously have political objectives, they do make a positive, if not 
substantial, contribution to the improvement of socio-economic 
conditions. 

European non-governmental organisations are also active in the oc-
cupied territories. Some of them are supported by the EEC which 
adopted a programme of direct assistance to the occupied territories 
at the end of 1981 and allocated to it ECU 2 million (European 
Currency Unit 1 = approximately US$ 1); annual allocations for 
this programme have been increasing steadily. This assistance has gone 
mainly to institutional support activities such as manpower training and 
support of agricultural co-operatives.30 

United Nations agencies have been mandated by a UN General 
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Assembly resolution to find ways and means to improve the social and 
economic conditions of the Palestinian people. Their attempts to work 
in the occupied territories have been constrained by the Israeli 
government 

Only the UNDP programme has been tolerated by Israel and that 
after exhaustive negotiations. The special UNDP programme of 
development assistance to the Palestinian people has its origin in 
General Assembly resolution 33/147 (20 December 1978), which 
called the agency to set up concrete projects to improve the social and 
economic conditions of the Palestinian people. US$ 12 million, of 
which US$ 8 million was provided by governments and inter-
governmental organisations, was allocated to the programme between 
1982 and 1986. Projects completed or under completion are mainly in 
non-productive areas such as pre-primary education and health 
programmes with a few providing training in agriculture and indus-
try.3l 

It is clear from the pattern of pennit approvals that the Israeli 
authorities maintain a policy of steering aid money away from 
productive projects and into infrastructural works. They have been 
accused of using aid to free their own public funds for other purposes. 

3. Weakness of the production sectors: economic structure and 
trends 

The West Bank economy would have been even more adversely 
affected but for the link maintained with Jordan and the Arab region 
over the 'open bridges', and the work of international institutions and 
organisations. This link has mainly taken the fonn of an injection of 
funds and capital. Nevertheless, these funds do not compensate for the 
shortage of capital or the paucity of investment. Because foreign 
assistance has been devoted mainly to non-productive activities, 
agriculture and industry have been unable to respond to the constraints 
imposed by Israeli policy. 

(i) Structure of the GDP 

The services sector contributes the largest share to the West Bank GDP, 
ranging between 45 and 52 per cent during the period 1968 to 1983. 
The most significant change in the composition of GDP is the increas-
ing importance of the construction sector. Its contribution has risen 
from 3.5 per cent in 1968, to 15.5 per cent in 1975 and 15.7 per cent 
in 1983. This increase has been at the expense of agriculture and 
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industry. The contribution of agriculture to total GDP declined from 
36.3 per cent in 1968 to 26.9 per cent in 1983. The contribution of 
mining and manufacturing was stable at around 8 per cent between 
1968 and 1975 but fell to 6.9 per cent in 1983 (Table 4.10). 

Table 4.10: GDP by major economic sectors at current prices 
(percentage) 

1968 1975 1983 

Agriculture 36.3 30.3 26.9 
Industry" 8.3 8.4 6.9 
Construction 3.5 15.5 15.7 
Services 51.9 45.8 50.5 
TOTAL 100.0 100.0 100.0 

Note: a. Mining and manufacturing. 
Sources: Central Bureau of Statistics, National Accounts for Judaea and 
Samaria, the Gaza Strip and Sinai for the Decade 1968-1977, Special Series, 
no. 615 (Central Bureau of Statistics, Jerusalem, 1979); Administered Territo-
ries Statistical Quarterly, August 1976, no. 2 (Central Bureau of Statistics, 
Jerusalem, 1976); Statistical Abstract of Israel 1985. 

The stagnation of the productive sectors has been reflected in sectoral 
shares ofGDP. At constant 1975 prices, the West Bank's GDP grew 
by 0.2 per cent per annum between 1975 and 1981. The industrial 
sector did even less well and its share of GDP declined.32 This is 
compared with the high annual growth registered in Jordan of 11.4 per 
cent for the GDP and 18.2 per cent for the industrial sector in the same 
period.33 

(ii) Employment 

The poor performance of the West Bank economy is also reflected in 
the levels of employment which, in contrast to most countries of the 
Arab region, dropped by 7.9 per cent during the period 1970 to 1975. 
It only returned to the level of 1970 in 1983 and grew by 5 per cent in 
1984. 

This phenomenon is explained by the number of West Bank 
labourers engaged in the Israeli economy and the high rates of 
emigration. In the West Bank there has been a shift from the 
productive sectors into services. The level of employment in 
agriculture declined by 30 per cent between 1970 and 1984 and the 
level in industry remained the same (Table 4.11). 
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Table 4.11: Distribution of employment in the West Bank by economic 
sector for selected years: 1970-1984 (percentage) 

1970 1975 1980 1983 1984 

Agriculture 42.5 34.6 33.2 29.5 28.5 
Industrya 14.6 15.8 15.2 16.1 15.9 
Construction 8.4 8.4 10.7 11.0 11.3 
Services 34.5 41.2 40.9 43.4 44.3 

TOTAL 100.0 100.0 100.0 100.0 100.0 

Total 99.8 91.9 94.3 99.1 104.0 
(in thousands) 

Note: a. Mining and manufacturing 
Source: Central Bureau of Statistics, Statistical Abstract of Israel, 1985, p. 725. 

(iii) Investment 

Most investment in the West Bank has been made by the private 
sector in infrastructure and construction. The share of the private 
sector grew from 44 per cent in 1968 to 91.2 per cent in 1980. It 
declined slightly to 76.5 per cent in 1984. The share of the construction 
sector in total private investments ranged between 70 and 80 per cent 
during the period 1975 to 1984 (Table 4.12). The minor share of the 
government and local authorities in total investments (equivalent to 
US$ 18.7 million in 1984, according to the official figures) is due to 
the absence of a national authority and the decreasing Israeli allocations 
to the West Bank since 1975. Israeli statisticians began including 
expenditure on infrastructure related to Jewish settlements and their 
needs in the statistics for the West Bank from the mid-1980s. 

The interest in construction, particularly in housing, is linked to a 
social and political phenomenon which has become even more marked 
during the occupation. From their experience in 1948, Palestinians 
have learned the importance of remaining attached to the land, and of 
building so as to restrict as much as possible Zionist penetration 
around and close to Arab villages and towns. Israeli concern about the 
development of the construction sector in the West Bank resulted in 
a series of military orders being promulgated in the early 1980s to 
restrict home building. One of the measures, promulgated in August 
1981, prevented West Bank municipalities and village councils from 
granting building permits without prior permission of the military 
governor. This measure applied to areas totalling 0.5 million dunums 
(approximately 9 per cent of the area of the West Bank) near 
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Table 4.12: Gross domestic capital formation by sector and type of 
assets for selected years: 1968-1984 (percentage) 

1968 1970 1975 1980 1984 

Government and local 56.0 38.9 17.4 8.8 23.5 
authorities 

Private sector: machinery, 12.0 20.4 16.3 16.7 14.3 
transport and other 
equipment 

Building and construction 32.0 40.7 66.3 74.5 62.2 
works 

TOTAL 100.0 100.0 100.0 100.0 100.0 

Sources: Central Bureau of Statistics, Monthly Statistics of the Administered 
Territories, vol. 1, no. 8 (Central Bureau of Statistics, Jerusalem, August 1971), 
p. 97; Administered Territories Statistical Quarterly, no. 2, 1985 (Central Bureau 
of Statistics, Jerusalem, 1985), p. 70; Statistical Abstract of/srael, 1985, p. 710. 

Jerusalem, Ramallah, Jericho and Bethlehem.34 Another measure 
taken in October 1981 prohibited all new building in refugee camps. 
Until that date, UNRWA had been responsible for building in camps.35 

Investment in the purchase of new equipment and machinery is 
minimal. The difficulties West Bank entrepreneurs encounter in 
competing with Israeli products and in obtaining credit and permits 
discourage investment in new economic projects. 

4. Structure and trends in the production sectors: agriculture 

(i) Diminution of the cultivated areas 

The area under cultivation in the West Bank has declined 
continuously since 1967 because of confiscation of agricultural land, 
lack of water resources, reorientation of labour to Israel, lack of credit 
and Israeli constraints and competition. 

According to Israeli sources, cultivated areas decreased by 15 per 
cent from approximately 1.86 million dunums in 1968/9 to 1.58 
million dunums in 1983. This fall has mainly been at the expense of 
field crop areas which declined by 0.69 million dunums (64.3 per cent) 
during the period. In addition to Israeli expropriations, which affected 
arable land more frequently than orchards,36 low productivity in field 
crops grown on rain-fed areas has also been a problem. 
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TIIE WEST BANK ECONOMY: 1948-1984 

There has been a significant increase in the area devoted to orchards 
and, much less significantly, to citrus groves. According to Israeli 
statistics the area planted with fruit trees increased by about 50 per cent 
between 1968/9 and 1983/4 to approximately 65 per cent of total 
cultivated area in 1983, as compared with 36.9 per cent in 196819. If 
we use Jordanian figures for the year 1964 as a base, however, the 
increase is only around 34 per cent (Table 4.13). 

(ii) Agricultural production 

There have been significant changes in agricultural production since 
the occupation. Table4.14 showsthatproduction of every commodity 
except citrus fell in the first five years of occupation compared with the 
last five years of Jordanian rule.37 Production of field crops and melons 
dropped respectively by 39.6 and 69 per cent during the period 1977 
to 1981 compared with the period 1961 to 1966. Production of 
vegetables, olives and fruit has increased continuously since the 
occupation. The 21.7 per cent increase in vegetable production is due 
to the expansion ofthe area used to cultivate winter vegetables under 
plastic covers and more efficient use of irrigation. Fruit production 
rose as the significant areas of new orchards planted just before the 
occupation came into production over the next decade and continued 
to be expanded. Israeli officials estimated in 1970 that 46 per cent of 
the citrus area and 29 per cent of the almonds were planted between 
1963 and 1966.38 

Table 4.14: Average annual agricultural production in selected periods: 
1961-1981 (in thousands of tons) 

Periods Field Vegetables Melons Olives Citrus Other 
Crops Fruit 

1961-6 65.9 128.8 70.0 43.8 23.5 76.4 
1967-71 39.4 80.0 18.4 39.4 36.6 48.8 
1972-6 44.4 133.4 24.0 41.6 66.8 73.4 
1977-81 39.8 156.8 21.6 73.2 77.6 94.8 

Sources: Data compiled from B. Abu Howaj, Agricultural Atlas of Jordan 
(Ministry of Agriculture, Amman, 1973) and Central Bureau of Statistics, 
'Accounts of the agricultural branch in the administered territories 1979/80' (in 
Hebrew), Administered Territories Statistical Quarterly, 1981, no. 1 (Central 
Bureau of Statistics, Jerusalem, 1981); Statistical Abstract of Israel, no. 35, 
1984 (Central Bureau of Statistics, Jerusalem, 1984). 
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There have been no radical changes in the type of crops grown since 
1967. Olives are still the main crop; their contribution to total 
production ranged between 20 and 50 per cent, depending on weather 
conditions. The other main crops are fruit and vegetables. There has 
been, however, a certain specialisation in products enjoying a market 
in Israel. In fact, Israeli military regulations concerning agriculture and 
restrictions on imports has encouraged Palestinian farmers to grow 
crops such as tomatoes and cucumbers for processing in Israeli facto-
ries or sale to Israeli exporters. This accounts for Israel's increasing 
share of West Bank agriCUltural exports, which rose to 33.7 per cent 
in 1984. Trade across the bridge to Jordan and the Arab world still 
accounts for the bulk of agricultural exports however. 

(iii) Stagnation of industrial production 

The stagnation of industrial production is reflected in the decline of the 
contribution of the industrial sector to GDP, as indicated above. In 
Jordan, in contrast, the share of industry in total GDP rose from 10.3 
per cent in 1970 to 22 per cent in 1981.39 In the West Bank, thenumber 
of manufacturing establishments (excluding olive oil presses) 
dropped from 3,261 in 1967 (according to Jordanian estimates) to 
2,380 in 1984 (according to Israeli estimates), most of which are still 
small workshops employing small numbers of people. They clearly 
cannot overcome the restrictions outlined above and compete with 
the relatively sophisticated Israeli industrial sector. 

There has been no significant expansion of exports across the bridge 
because regulations of the League of Arab States Special Bureau for 
Boycotting Israel confine manufactured exports to those relying on 
inputs available locally or imported through Jordan. Israeli regula-
tions bar most imports from Jordan. Industrial exports to Jordan 
consist almost exclusively, therefore, of refmed vegetable and olive 
oils and building stone and marble. Table 4.15 shows that no radical 
change hasoccurred in the West Bank manufacturing structure. Food, 
beverages and tobacco are still the main sectors although their share 
of total income declined from 67.5 per cent in 1969 to 55 per cent in 
1984. Olive and vegetable oils (samneh) and chocolates constituted the 
major exports of the West Bank to Jordan. Exports of food products 
have constituted, since 1968, half of the total industrial exports to 
Jordan and, including olive oil, 75 per cent of the total. 

The decline of the share of food products in total output has been 
offset by the growth in the manufacture of rubber, plastics and 
chemicals and non-metallic mineral products. Rubber, plastics and 
chemicals increased their share of manufacturing income from 8.7 per 
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cent in 1969 to 17_8 per cent in 1984. This is explained by the growth 
of the pharmaceutical industry which has constituted the most signifi-
cant development in West Bank industry since 1967. In contrast to 
most other firms, the nine relatively large pharmaceutical companies 
are highly capital-intensive. Many of the shareholders are doctors who 
prescribe their own company's products thereby nullifying the com-
petitiveness of Israeli pharmaceutical products and allowing the 
industry to grow. The contribution of non-metallic mineral products 
to total manufacturing output increased from 1.4 per cent in 1969 
to 4.5 per cent in 1984. Textiles and clothing, which occupy the third 
rank, contributed a steady 7 per cent between 1969 and 1984. The 
increased share of non-metallic mineral products in total manufac-
turing output is partly due to the growing demand for building 
materials in Israel. Textiles, clothing and leather products are labour-
intensive industries mainly subcontracting from Israeli companies. 
Despite their importance in terms of the number of establishments and 
the fact that they employ one-third of all workers working in 
manufacturing, their position as subcontractors has reduced their 
contribution to total manufacturing income considerably. They have a 
very small value added.40 

Table 4.15: Output by main manufacturing branches· for selected 
years: 1969-1984 (percentage at current prices) 

1969 1980 1984 

Food, beverages & tobacco 67.5 61.3 55.0 
Textiles and clothing 7.0 6.1 6.3 
Leather and leather goods 1.8 1.6 2.1 
Timber and wood products 3.2 2.7 2.8 
Rubber, chemicals and plastics 8.7 14.8 17.8 
Non-metallic mineral products 1.4 2.9 4.5 
Basic metal products 5.4 6.3 5.3 
Other industrial products· 5.0 4.3 6.2 

TOTAL 100.0 100.0 100.0 

Notes: a. Excluding owner operated workshops with no employees. b. Other 
industrial products include: paper and publishing, electrical and transport 
equipment. 
Sources: Central Bureau of Statistics, Monthly Statistics of the Administered 
Territories, no. 3, March 1971 (Central Bureau of Statistics, Jerusalem, 1971); 
Statistical Abstract of Israel, 1981; Statistical Abstract of Israel, 1985. 
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S. Deficit in the balance of trade 

The development of trade since the occupation indicates a 
continuous trend towards the increasing share of the Israeli market and 
the growing deficit in the balance of trade. This deficit is due to four 
main factors: 

(a) The employment in Israel of over one-third of the Palestinian 
labour force and the emigration of skilled workers to the Arab Gulf 
States have led toa decrease in the productive capacity of the West 
Bank economy. This augments imports of merchandise and 
reduces exports, especially since at least a portion of this labour 
force was employed in the productive sectors of the West Bank 
economy. 
(b) Israeli policy, and particularly the many constraints on trade with 
Jordan. 
(c) The greater specialisation which occurred in West Bank 
agriculture and industry implied a higher import content in 
production and led to a net increase in trade with, mainly imports 
from, Israel. 
(d) The structure of the West Bank economy being weaker and 
unable to withstand market penetration by the vastly more 
developed economy of Israel. 

Table 4.16 shows that the overall trade balance for the West Bank has 
been negative throughout the period of the occupation. The ratio of 
total exports to total imports rose to 45.4 per cent in 1984. The trade 
deficit with Israel is even greater: exports to Israel are the equivalent 
of 27.5 percent of imports. Israel's share of total West Bank trade rose 
to 78.3 per cent in 1984. West Bank imports from Israelincreased from 
80.3 per cent in 1969 to 89.3 per cent in 1984; and 36.5 per cent and 
54.1 per cent of its exports went to Israel in the same years. Trade with 
Jordan and other countries has fallen throughout the period of 
occupation. 

The West Bank has been made into a 'natural' market for Israeli 
products where there is free flow of goods, without customs barriers 
or licences, and where transport costs are low. The economy benefits 
from West Bank production because payments for West Bank 
products are made in Israeli currency whereas export earnings come 
in the convertible and more stable currency, the Jordanian dinar. The 
West Bank's surplus in its trade with Jordan throughout the occupation 
period is completely absorbed by Israel. TQe West Bank's deficit on 
trade with Israel exceeded at least three-fold the trade surplus with 
Jordan during the period 1970 to 1984 (Table 4.17). 
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Table 4.16: West Bank trade by partner country in 1969 and 1984 
(percentage) 

Israel 
Jordan 
Other countries 

TOTAL 

Imports 
1969 1984 
80.3 89.3 

7.8 2.0 
11.9 8.7 

100.0 100.0 

Exports 
1969 1984 
36.5 54.1 
48.1 45.3 
15.4 0.6 

100.0 100.0 

Source: Central Bureau of Statistics, Statistical Abstracto! Israel, 1985, p. 713. 

Table 4.17: Foreign trade balance of the West Bank by partner country 
for selected years: 1968-1984 (in millions of US$) 

Trade Balance 1968 1970 1975 1980 1984 

Israel -26.8 -38.4 -134.1 -239.2 -263.2 
Jordan 9.6 10.2 29.7 70.5 75.3 
Other countries ~.6 ~.2 -16.7 -46.0 -34.4 

Overall trade balance -23.8 -34.4 -121.1 -214.7 -222.3 

Source: Central Bureau of Statistics, Statistical Abstractoflsrael, 1985, p. 713. 

Israel maintains this trading position by military orders which prohibit 
many imports, impose higher customs duties than on imports through 
Israeli ports and strictly control imports over the Jordan river bridges. 
These 'security reasons' mean high costs and losses for Palestinian 
merchants and entrepreneurs. West Bank trade through Israeli 
airports or seaports must be undertaken through Israeli commercial 
agents. 

Table 4.18 shows that industrial goods account for 83.5 per cent 
of the West Bank's total imports and 75.1 percent of its total exports. 
Israel accounted for more than 88 per cent of West Bank imports in 
1984, the Israeli market absorbed around 60 per cent of the much 
smaller West Bank exports. These exports are mainly products 
manufactured under subcontract Israel absorbed 33.7 per cent of 
West Bank agricultural exports. Jordan takes around 66 per cent of 
West Bank agricultural exports and 38.3 per cent of industrial exports. 
Table 4.19 indicates the relative importance of industrial and 
agricultural products in West Bank trade with Jordan, Israel and other 
countries. 

The deficit in the West Bank balance of trade has been 
increasingly covered by the export of services (especially wages 
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TIIE PALESTINIAN ECONOMY 

earned by Palestinian labourers working in Israel) and transfer 
payments. Table 4.20 shows that while exports of services covered 
only 24.2 per cent of the deficit in 1970, this ratio jumped to 
approximately 64 per cent in 1984, reflecting the increased number of 
labourers going to jobs in Israel. Transfer payments from abroad 
covered the remaining deficit. Capital movements, which were 
negative in 1970 grew to US$ 47.5 million in 1984. This figure 
includes, among other things, estimates of changes in the amount of 
Israeli, Jordanian and foreign currencies held by West Bank residents. 

ill. CONCLUSION 

The West Bank has undergone two radical transformations of its 
economy since 1948. In that year the creation oflsrael meant the 
destruction of the political, social and economic structure of 
Palestinian society. The West Bank, which had been completely 
integrated with the rest of Palestine, lost its markets and the severe 
economic problems which followed were compounded by an influx 
of hundreds of thousands of refugees. Economic relations between 
the West Bank and the East Bank developed and grew more complex 
between 1948 and 1967 as an integrated Jordanian economy emerged. 
Both parts of the kingdom relied heavily on imports from other 
countries. However, the West Bank remained relatively underde-
veloped as the economy continued to rely mainly on the agriculture 
and services sectors. There were high rates of unemployment and 
emigration, and a low rate of saving and investment. 

With Israeli occupation in June 1967 West Bank economic 
relations were ruptured again and new links had to be made, mainly 
with the Israeli economy. Israel became the area's major trading 
partner, but no radical changes occurred in its basic economic 
structures: agriculture and services still constituted the major 
economic sectors. However, the construction sector has taken a more 
important place in the economy due to the allocation of the bulk of 
investment to private housing. Savings have remained very low, but 
considerable investment has taken place of funds transferred from 
abroad. Despite aid provided to the West Bank, its economy has not 
only been increasingly subservient to the Israeli economy, it also 
faces the danger of stagnation and decline. Israel has followed a dual 
policy of (a) absorption of Palestinian Arab labour into the Israeli 
economy and total control of trade and (b) undermining potential 
growth in the Palestinian economy by the expropriation of land, severe 
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limits on access to water resources, the denial of an adequate banking 
system and restrictions on economic development by military orders. 

Although Arab and international aid has contributed to the im-
provement of the social and economic conditions of the Palestinian 
people in the West Bank, ithas not been able toprotect the productive 
economic sectors or prevent emigration. Protection of agriculture and 
the limiting of emigration should be the comer stone of any economic 
strategy in the West Bank aimed at staving off the destruction of the 
economy. 
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The Gaza Economy: 
1948 - 1984 

Ziad Abu-Amr 

The Gaza Strip was an integral part of the southern province of 
Palestine until the war of 1948. The two districts of the GazaProvince, 
Gaza and Beer Sheba, were the poorest areas in the country. As a 
coastal area, Gaza district was a trade entrepot through which the 
products of the province, especially the wheat and barley of Beer 
Sheba, were exported. Gaza Province covered 13,688,501 dunums 
and in 1947 had a population of 303,500.1 After 1948 all but 2.5 per 
cent of the province was lost 2 This remaining area is the Gaza Strip. 
The Armistice Agreement between Israel and Egypt in 1949 recognised 
the Gaza Strip as a separate entity under Egyptian supervision. In the 
1967 war the Strip was occupied by the Israeli army. 

The Gaza Strip after 1948 was a separate economic entity cut off 
from the rest of Palestine. About 80 per cent of its population lost 
their livelihoods. An influx of refugees in the aftermath of the 1948 
war tripled the population. Today, over 550,000 people live in an area 
of 360 square kilometres. 

I. POPULATION 

In 1948, the population of the Gaza Strip was approximately 
280,000. At most, 90,000 of them were indigenous inhabitants. The 
rest were refugees.3 The population increased steadily to 288,107 in 
1950 and 373,292 in 1960, an average annual population growth rate 
of2.7 per cent and a crude rate of3.85 per cent. 4 The total population 
of Gaza in 1966 was between 400,000 and 455,000 inhabitants.s 

An Israeli census in September 1967 counted 354,000, the lower figure 
perhaps reflecting the collective deportations and waves of emigration 
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immediately after the war.6 Even at the lower estimate, the Gaza Strip 
is one of the most densely populated areas in the world; density in 1981 
was estimated at about 1,400 persons per square kilometre.7 

In 1984,48 per cent of the population was fifteen years old or 
younger.8 Large-scale adult male emigration has led to women 
outnumbering men in the 20-54 age groUp.9 Table 5.1 indicates the 
distribution of the Gaza population by age group in selected years 
between 1967 and 1984. 

Table 5.1: Population of the Gaza Strip by age group in selected years: 
1967-1984 (in thousands) 

Year 0-14 15-29 30-44 45-64 65+ Total malesl1000 
females 

1967 194.6 83.2 55.6 34.9 18.3 389.7 943 
1969 174.0 87.3 49.7 13.6 14.6 362.2 946 
1971 189.0 97.9 50.8 31.5 12.6 381.8 954 
1973 197.5 107.5 50.4 36.2 13.8 405.4 974 
1975 201.1 111.3 54.8 39.3 12.0 418.5 972 
1977 209.1 123.1 50.3 43.9 14.9 441.3 980 
1979 201.0 125.4 52.0 42.5 11.7 432.6 986 
1981 210.4 130.5 56.2 43.9 10.4 451.6 988 
1983 235.3 146.0 52.8 47.1 13.3 494.5 994 
1984 243.4 148.9 55.9 47.9 13.8 509.9 996 

Source: Gharaibeh, The Economies of the West Bank and Gaza Strip 
(Westview Press, Boulder, Colorado, 1985); Central Bureau of Statistics, 
Statistical Abstract of Israel, 1983 and 1984 (Central Bureau of Statistics, 
Jerusalem, 1983 and 1984). 

II. LABOUR FORCE AND EMPLOYMENT 

The labour force in Gaza has generally represented only a small 
percentage of the total population: about 15 per cent in 1968 and 18 
per cent since 1974.10 This is the result of a number of social and 
economic factors: the high percentage of the population under 15 years 
of age; the small number of men of working age; the emigration of 
adults; the high rates of school attendance; the limited economic 
resources and employment opportunities. 

Unemployment has been high in the potential work force since 
1948, particularly among the refugee population. Surveys made in 
1960 indicated that in the indigenous Gaza labour force of about 
69,000 people, 24,000 were unemployed. In the refugee population 
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11,550 had work and 64,500 were unemployed, 83 per cent of those of 
working age. 11 In 1966 it was estimated that 71 ,000 people in the Strip 
were at work. In 1968 the number declined to 45,000 as a result of 
the war which meant unemployment stood at 17 per cent for the non-
refugee population. 12 Female participation in the labour force, which 
has been negligible at best, decreased to 3 per cent in 1982 in the face 
of increased competition for jobs from males. 

In 1965, over a third of the work force was employed in 
agriculture. Since the occupation agriculture has ceased to be the 
largest employer, providing only about 18 per cent of total 
employment. However, it still accounts for 32 per cent of 'domestic' 
employment. Over 60 per cent of the labour force worked in services 
and construction in the 1960s; employment in industry was negli-
gible,u In 1980, 40 per cent of the labour force was employed in 
services and the share in industry and construction increased to 20 and 
25 per cent respectively.14 The expatriation of skilled labour has 
lowered the overall standard of the Gaza work force to a pool oflargely 
unskilled, manual labour. The impact of greater education has been 
limited because of expatriation.1S 

Since employment in Israel was opened to Gazans the number of 
workers going to Israel every day has jumped from 6,000 in 1969 to 
36,000 in 1982, according to official estimates. Meron 
Benvenisti's West Bank Data Base Project report of May 1986 
estimated that 45,000 Gazans work in Israel: 45 per cent of the total 
work force. 16 The labour black market is, according to official Israeli 
estimates, equivalentto 25 to 30 per cent of those legally employedP 
The Gaza workers in Israel are concentrated in unskilled and semi-
skilled jobs, primarily seasonal or temporary jobs in agriculture and 
construction. Most of these workers are the unemployed orthe under-
employed of the local agricultural sector. Since construction in Israel 
is a large employment sector, many workers in Gaza have found it 
to their advantage to learn minimal building skills. 

III. SOURCES OF INCOME 

Priorto 1967, the main sources of income in the Gazaeconomy,aside 
from the remittances from residents abroad, were from agriculture 
and fishing, trade and public services. Some sources estimated the per 
capita GNP in 1967 at US$ 80, one of the lowest in the world. 18 Table 
5.2 indicates the distribution of the sources of income in the Gaza Strip 
in 1966. Since the Israeli occupation, work in Israel, the Jordanian-
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Table 5.2: Sources of income in the Gaza Strip: 1966 (in millions of 
Egyptian pounds and percentage) 

£E % 
millions 

Agriculture and fishing 5.5 26.2 
Industry 0.7 3.3 
Building and public construction 1.0 4.8 
Trade and personal services 4.3 20.5 
Transport 0.5 2.4 
Administration and public services 4.0 19.0 

Gross Domestic Output 16.0 76.2 

Transfers from abroad 
UNRWA and other public transfers 4.0 19.0 
Remittances from relatives abroad 1.0 4.8 
National Income 21.0 100.0 

Source: Brian Van Arkadie, Benefits and Burdens: A Report on the West Bank 
and Gaza Strip Economies Since 1967 (Carnegie Endowment for International 
Peace, Washington D.C., 1977), p. 31. 

Palestinian Joint Committee and the money spent by private voluntary 
organisations have provided additional sources of income. The GDP 
ofGaza for 1984 at factor cost (current prices) was US$ 249.4 million 
and is divided as follows: agriculture, US$ 32.9 million; industry, 
US$ 29.0 million; construction, US$ 55.5 million; public and 
community services, US$ 75.7 million; transport, trade and other 
services, US$ 56.5 million. Taking into account factor incomes from 
abroad the Gaza GNP could be put at about US$ 500 million in 198419 

Table 5.3: Composition of Gaza GDP: 1984 (in millions of US dollars) 

Sector 

Agriculture 
Industry 
Construction 
Public and community services 
Transport, trade and other services 

TOTAL 

32.9 
29.0 
55.5 
75.5 
56.5 

249.4 

Source: Central Bureau of Statistics, Judaea, Samaria and Gaza 
Area: Statistics Quarterly, no. 2 (Central Bureau of Statistics, Jerusalem, 1985), 

p. 79 (adapted) 
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and GNP per capita (at current prices) at US$ 980.20 These figures 
indicate a dramatic shift in the economic picture. Agriculture has 
.been relegated to a secondary position behind transport, services and 
construction. 

IV. ECONOMIC SECTORS 

The Egyptians administered the Gaza economy as a unit quite distinct 
from their own. Between 1948 and 1967 there was a large imbalance 
between Gaza's plentiful human resources and its scarce material 
resources. There was an inadequate economic infrastructure and no 
integrated market. Yet, in the decade preceding 1967, the economic 
situation had improved somewhat. Mass education produced man-
power for the Arab Gulf states and Saudi Arabia. Expatriate workers 
remitted money which was used to finance land reclamation, local trade 
and construction. As a result, agriculture, especially the citrus sector, 
expanded. The Egyptian authorities established a thriving free trade 
zone in the Gaza Strip and this generated substantial income and 
employment. 

The 1967 war disrupted the already fragile Gaza economy. Existing 
problems were exacerbated by the reduction of remittances, and the loss 
of income derived from servicing the Palestine Liberation Army, the 
UN peacekeeping forces and from Egyptian tourists. Fishing was 
curtailed by Israeli 'security' measures. The Gaza economy came into 
direct contact with the larger and industrially more advanced Israeli 
economy and was also subject to military occupation policies which 
restricted independent development.21 

1. Agriculture 

From 1948 to 1967 agriculture was the main economic activity in the 
Gaza Strip, accounting for a third of all employment, 70 per cent of 
GDP and more than 90 per cent of all exports.22 

Agriculture today in the Gaza Strip is in serious trouble. It is no 
longer an attractive source of employment to a substantial number of 
workers. As a result of Israeli expropriations less land is available. 
Citrus, by far the most important single sector, is under assault. Land 
holdings are increasingly fragmented. The marketing system is 
disorganised and dependent on Israeli permits and growers must sell 
their crops in competition with government-subsidised Israeli agricul-
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tural produce. The water supply is increasingly inadequate. Current 
financial and credit resources cannot meet the requirements of land 
reclamation, mechanisation and the introduction of modem irrigation 
techniques. After 1967 the number of agricultural workers domesti-
cally employed dropped steadily to 16,800 in 1970,12,600 in 1977, 
8,300 in 1982.23 By 1984 only 7,800 people were employed in 
agriculture. In Israel, 7,900 Gazans were employed in agriculture in 
the same year.24 The proportion of the Gaza Strip's GDP provided 
by agriculture declined rapidly to 28.4 per cent in 1968 and 12.6 per 
cent in 1984. Between 1967 and 1970 the average annual rate of 
growth in agriculture was 8.8 per cent. Between 1979 and 1981 it 
dropped to 0.9 per cent.2S The decline continues. 

Cultivated land in 1958 comprised 43 per cent of the total area of 
the Strip and 75 per cent of all arable land.26 The total area cultivated 
in 1959/60 was 142,000 dunums yielding a crop valued at E£ 1.5 
million.27 By 1966 cultivated land had comprised 52.1 per cent of all 
arable land28 and by 1968 it had risen to 55 per cent.29 

An additional problem is the fragmentation of farm units. In 1968 
almost 90 per cent of all farms were smaller than 50 dunums and 69 per 
cent were less than 20 dunums. This problem of small and scattered 
landholdings is certainly not unique to the Gaza Strip and is the result, 
in large part, of traditional Muslim inheritance patterns. It is a 
drawback to overall productive efficiency of available arable land. 

Table 5.4: Land use in the Gaza Strip: 1984 (in dunums) 

Category 

Construction and roads 
Citrus 
Fruit 
Vegetables and other crops 
Private barren land 
Sand dunes (mainly govemment land) 
Govemment land (acacia scrub) 
Other kinds of land 

TOTAL 

Area 

41,000 
66,700 
60,000 
57,000 

8,000 
77,000 
40,000 
10,000 

359,700 

Sources: Sharif Kan'ana and Rashad ai-Madani, al-istitan wa-musadarat al-
aradi fi qit'a ghazza: 1967-1984 (Settlement and land confiscation in the Gaza 
Strip: 1967-1984) (Birzeit University Centre for Research and Documentation, 
Birzeit, 1985), pp. 9, 46; Eliyahu Kanovsky, The Economic Impact of the Six Day 
War: Israel, The Occupied Territories, Egypt, Jordan (Praeger, New York, 

1970). 
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Table 5.5: Distribution of farm size in the Gaza Strip: 1968 

Farm size in dunums 
Less than 10 
10-19 
20-49 
50-99 
100-199 
200-plus 

% of farms 
46.3 
22.4 
20.1 

7.1 
3.0 
1.1 

Source: Gharaibeh, Economies of the West Bank, p. 65. 

Land has been made more productive, however, by the use of 
intensive irrigation and greenhouses. There were 570 dunums of 
Palestinian owned greenhouses in the Strip in 1986. Israeli settlers 
have an estimated 3,000 dunums.30 

Citrus has been the main agricultural product since 1948. In 1960 
about 16,000 dunums were planted with citrus trees, yielding 2.6 tons 
perdunum with a value ofE £820,000.31 In 1961 almost21,OOOdunums 
were planted with citrus and by 1966 the area had increased substan-
tially to 68,000 dunums. Gaza became increasingly dependent on one 
crop. Growth of citrus cultivation was helped by private remittances 
flowing into the Strip.32 

This expansion of the citrus crop in the 1960s was partly 
responsible for the improved economic conditions in the mid-1970s. 
Citrus trees planted in the 1960s began to bear fruit in the next decade. 
But overall the area planted with citrus declined from 70,000 dunums 
on the eve of the 1967 war, to 66,700 dunums in 1984largely as a result 
of Israeli restrictions on water use and on marketing.33 Vegetables, 
wheat, barley and com were secondary crops and in most cases did 
not meet local demand before 1967.34 In 195844,000 dunums were 
planted with vegetables. The area declined to 23,000 dunums in 1960.35 

Between 1954 and 1964 the proportion of land devoted to vegetable 
production declined from 65.4 per cent to 42.7 per cent as citrus 
cultivation expanded, reflecting a tendency among Gaza farmers to 
invest in an easily exportable cash crop.36 Since occupation, the area 
of cultivated land has declined or, at best, remained fairly static: it was 
170,250 dunums in 1966, 198,000 dunums in 1968 and had declined 
to 183,700 dunums in 1984.37 Meron Benvenisti suggests slightly 
higher figures: 187,000 dunums in 1966, rising to 204,000 in 1967/8 
and to 210,000 dunums in 1979.38 The limited investment resources at 
the disposal of the Gaza farmers, political uncertainty concerning land 
tenure, the high cost of farm labour, poor returns, and the prospects of 
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higher incomes from employment in Israel have all contributed to 
agricultural stagnation in the Gaza Strip. While the numberoflanded 
farmers remained stable between 1970 and 1982 at 6,200, the number 
of farm labourers declined from 13,000 to 8,200.39 

Since 1967 the most serious problem facing agriculture has been 
identifying and exploiting markets, particularly for citrus. Gaza 
traditionally marketed about 60 per cent of its production to the UK and 
Eastern European countries.40 As these markets became no longer 
accessible, most of what is now a reduced citrus output is sent to the 
Arab world via Jordan. Uncertainty about marketing and inability to 
sell all their crop caused many growers to abandon their orchards. 
Israel makes the planting of new orchards, or even the renewal of old 
trees, difficult, citing water conservation as the reason. 

About 32.5 per cent or 117,900 dunums of the Gaza Strip has been 
confiscated by the military occupation authorities for settlements 
and other restricted areas.41 Israeli settlements in Gaza are based on 
irrigated farming and use large amounts of local water. Water 
resources, always scarce in the Gaza Strip, have come under even 
greater pressure since occupation. In 1984, between 30-60 million 
cubic metres of local water was put at the disposal of 2,110 Israeli 
settlers (5 per cent of the total population). In contrast, more than 
500,000 Palestinians consumed 100 million cubic metres in the same 
year (irrigated agriculture takes up 85 per cent of this amount and the 
rest is used for domestic consumption). Thus, settlers consumed 
between 14,218 and 28,436 cubic metres per capita while each 
Palestinian was allocated less than 200 cubic metres.42The extensive 
Israeli use of Gaza water has put a strain on the Strip'S agriculture. 
Over-consumption has caused a drop in the water table allowing sea 
water to seep in, thus increasing the salinity of the soil. The decline in 
citrus growing also stems in part from the scarcity and increased salinity 
of water. Irrigation is critical to agriculture in Gaza: approximately 
90,000 dunums, 45 per cent of total cultivated area, is irrigated.43 

Traditionally, 75 per cent of the land under irrigation (about 40 per cent 
of all cultivated land) was rainwater fed. The remaining 25 per cent was 
irrigated by water drawn from artesian wells. Under occupation, the 
area of irrigated land has increased by only 5 per cent. This marginal 
increase could in fact be attributed to the reduction of the cultivated 
area because of Israeli land expropriation. The Israeli authorities 
actively restrict water use in the Strip. The digging of new water wells 
is forbidden and restrictions are placed on the amount of water which 
can be drawn from existing wells through the installation of meters. 
The municipalities face problems in their attempts to expand water 
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supplies to meet increasing domestic demand. A number of wells have 
gone dry as the water table subsided and others have been shut down 
because of high salinity.44 

The investment climate and credit availability in Gaza are also 
important factors working to the detriment of agriculture. Branches 
of Arab banks such as the Arab Bank Limited of Jordan, and the 
Egyptian Alexandria and al-Ummabanks operated in Gazaonlyuntil 
1967 when they were closed by the Israeli authorities. Their services 
had been, in any event, limited and focused mainly on trade as 
opposed to industrial or agricultural development projects. 

In 1961 a local bank, the Bank of Palestine, was opened with a 
working capital ofE£ 500,000. It was also closed in 1967. The Bank 
was reopened in 1982 on condition that it deal only in Israeli currency. 
Depositors were thereby effectively discouraged, because of the vola-
tility of the Israeli shekel. The bank gives short-term credit to citrus 
growers at an interest rate of 18 per cent. Credits have also been 
extended to a few other industrial and commercial projects. 

The Gaza fishing industry has also declined since 1967. Before 
the war, the Gaza fishing fleet supplied all local demand for seafood. 
Israeli military orders have severely limited the fishing area. Boats 
must stay 5 miles within both the northern and southern borders of the 
Strip and may not fish more than 12 miles out to sea. There is no 
modem port and boats must therefore be winched up on to the beach 
every evening. Rising fuel and maintenance costs and the difficulty 
of obtaining fishing licences have also contributed to the decline of the 
industry. The catch has fallen dramatically: from 3,800 tons in 1968 
to 420 tons in the first eight months of 1985.45 Furthermore, fishing like 
agriculture has suffered from constraints on marketing. The Israelis 
have forbidden the fishermen's co-operati ve to open a canning factory 
that would compete with Israeli plants. 

2. Industry 

The pre-I967 industrial sector in the Gaza Strip consisted mainly of 
owner-operated workshops geared towards meeting domestic demand. 
Industry accounted for only 4.2 per cent of GDP in 196746 and 
employed between 3,000 and 6,000 persons.47 The only industries of 
any size were citrus related (Table 5.4). After the 1967 war, the number 
employed in domestic industry dropped to 2,700.48 The development 
of industry in Gaza has been impeded by the absence of natural 
resources or sources of energy, a limited local market and a shortage 
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of capital. Under Egyptian rule Gaza was in part a free port. This 
stimulated trade, but further hindered the development of industry. 

There were two categories of pre-1967 industry in Gaza: those using 
local raw materials and those dependent on materials brought in from 
abroad. Industries based on Gaza resources were flour mills, olive 
presses, ice factories, soft drinks and sweet manufacturers, cigarette 
and tobacco processors, potteries, carpet weavers, citrus processors 
and organic fertilizer plants.49 Woven and spun textile and soap 
making factories relied on imported raw materials. Industry was 
concentrated in Gaza City. 

Immediately after 1948 weaving was the most important of the 
small industries in terms of output and employment. About two-
thirds of all industrial firms in 1960 produced textiles and carpets.50 

The industry was based on the skills of the 2,000 weavers who came 
to Gaza in the 1948 refugee exodus.51 In 1954 there were 2,200 
owner-operated looms and one weaving factory employing 45 
workers. Raw material was imported from Egypt. This industry 
declined rapidly, however, because looms could not be replaced or 
maintained and because lower priced textile imports came to dominate 
the local market. The number of weavers decreased from 2,500 in 1953 
to 600 in 1960, employed in 500 workshops. According to another 
source there were only 50 looms still operating in 1957.52 Soap 
manufacturing suffered similarly from lack of expertise, lack of 
availability of raw materials and from foreign competition. 

A small number of workshops engaged in industries related to agri-
culture: maintenance and repair of agricultural and irrigation equip-
ment and the manufacture of packing crates. In 1959 there were 139 
such workshops employing 538 workers.53 

Table 5.6 indicates the kind of industry that existed in the Strip in 
1960, the manpower employed and the capital invested. The table 
shows a decline in the number of workers employed in industry. The 
2,500 workers of 1953 decreased to 1,782 workers in 1960.54 

After the 1967 war the share of industry in the GDP of the Strip 
increased to about 11 per cent. It remained, however, a rather small 
and constrained sector. 55 At the end of 1968, industry in Gaza began to 
expand rapidly as Israeli industrial firms set up subcontracting arrange-
ments in the Strip.56 The number of workers employed in local industry 
increased to 7,000 in 1968,57 declined to 3,934 in 196958 and rose again 
to 6,000 in 1975. In 1984,8,000 workers were employed in local 
industry and 7,300 had industrial jobs in IsraeP9 These figures clearly 
reflect the unstable conditions of Gaza industry. The number of 
workers in local industrial employment rose marginally to between 
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6,000 and 7,000 by 1984.60 

Between 1968 and 1975 industry's contribution to GNP increased 
from 3.7 per centto 5.7 per cent.61 The increase was mainly in local 
workshops which produced on contract for Israeli enterprises. Clothing 
and textiles have been the main industries in the Strip since 1967. 
Although subcontracting provided some employment opportunities, 
it has not produced any lasting industrial development or affected the 
structure of existing industries.62 Israeli purchases have stimulated 
rapid growth in the manufacture of bamboo and straw furniture and 
Israelis living near Gaza provide steady custom for garages in the 
Strip. Table 5.7 shows the distribution of the 1,421 industrial 
establishments in the Gaza Strip by branch and employment in 1982. 

The Israeli authorities have made no structural change in industry. 
Local industry receives no government assistance, subsidies, or 
credit. Development of infrastructure has been neglected. Israeli 
industry, with which the Gaza industry competes, is heavily 
subsidised by the Israeli government with selective taxation and 
generous investment incentives. These factors, in addition to 
political uncertainty and absence of adequate financial services, 
have made local and Israeli entrepreneurs reluctant to invest in the 
industrial sector in the Gaza Strip. 

The outlook for Gaza industry is not good. It is dependent on and 
controlled by Israel which restricts independent industrial 
development. Infrastructural weaknesses, the absence of trade links, 
Israel's expropriation of basic resources and its protectionist 
policies, the lack of investment, the shortage of skilled labour, and 
dependence on imported raw materials all give little room for optimism 
for industrial development. 

Table 5.7: Industrial establishments in Gaza by branch and size: 1982 

Branch No. of workers employed 
1-3 4-10 11-20 21+ 

Food, beverages, and tobacco 154 40 5 3 
Textile, clothing, leather 

and related products 306 160 45 12 
Wood and wood products 128 75 4 5 
Basic metal products 179 73 5 4 
Others 102 112 6 3 

TOTAL 869 460 65 27 

Source: Gharaibeh, The Economies of the West Bank, p. 92. 
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3. Trade 

Foreign trade before 1967 was of obvious importance. Citrus, other 
agricultural produce and wool rugs were the main exports. Imports 
included food, fuels, textiles, construction materials, pumps and other 
machinery. About 50 per cent of these imports came from Egypt. 63 

The Gaza imports were not, however, solely for the local market of 
400,000 people. Gaza merchants and traders took advantage of the 
Strip's special relationship with Egypt (an Egyptian administration and 
a similar currency) and relaxed import policies to import such 'luxury' 
goods as batteries, whisky, radios, china and silverware for re-export 
to Egypt. To illustrate the relative volume of this kind of trade, Gaza 
food imports increased 3.81 times between 1954 and 1966, while 
imports of china and silverware increased 63.3 times during the same 
period.64 

Table 5.8 shows the value of citrus exports vis a vis other exports 
in selected years. Citrus exports comprised 70 per cent of the Strip'S 
total export in 1954 and had grown to 90 per cent in 1966.65 The pre-
eminence of this one cash crop is indicative of the skewed and fragile 
nature of the Gaza economy. 

Table 5.9 shows the balance of trade and the trade deficit for selected 
years between 1950 and 1961. Remittances generally covered the 
deficits in the balance of trade.66 

Before 1967 local trade flourished, stimulated by remittances and 
the active tourist business between Egypt and Gaza. The movement 
of Egyptians to Gaza to shop and Gazans to Egypt to sell was clearly 
strengthened by Gaza's low custom duties. Tourism ended with the 
1967 war. 

After occupation the Gaza Strip market was opened to the sale of 
Israeli products and the military authorities imposed high tariffs on 
foreign imports coming to Gaza.67 Local trade was concentrated in 
the hands of a few large-scale wholesalers.68 Trade with the West Bank 
and with Jordan was opened up. During the first year of occupation 
about 40 per cent of citrus exports wentto these two areas. In the second 
year such exports fell to around 25 per cent. 

Israel has become, by far, Gaza' s largest trading partner. In 1982, 82 
per cent of the Strip'S total exports went to Israel. Jordan, the second 
major trading partner, received 16 per cent. 69 Concomitantly, the Gaza 
Strip imports almost exclusively from Israel; 91 per cent of Gaza's 
imports in 1982 came from Israel. Gaza and the West Bank combined 
are second only to the United States as importers of Israeli goods?O 
Table 5.10 shows Gaza' s imports and exports in selected years between 
1972 and 1982. 
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Table 5.9: Balance of trade in selected years: 1950-1966 (in millions of 
Egyptian pounds) 

Year Imports Exports Balance 
1950 0,988 0,137 -0,851 
1953 1,189 0,272 -0,971 
1955 1,662 0,429 -1,223 
1958 2,750 0,696 -2,052 
1961 3,950 1,100 -2,850 
1965 10,674 4,297 -6,377 
1966 11,995 4,349 -5,646 

Sources: Muhammad 'Ali Khulusi, al-tanmiya al-iqtisadiyya fi qira ghazza: 
1948-1967 (Economic development in the Gaza Strip: 1948-1967) (United 
Commercial Printhouse, Cairo, 1967), p. 211; Abu al-Namil, qit'a ghazza, 
pp.266, 287. 

The value of exports amounted to 38 per cent of the Strip's GNP in 
1982, imports accounted for 64 per cent 71 The balance of trade deficit 
is covered by the earnings of workers in Israel, remittances from 
abroad and other transfers.n It is evident from the table that Gaza 
continues to grow more dependent on Israel. 

Table 5.10: Imports and exports of the Gaza Strip in selected years: 
1972-1982 (percentage) 

1972 1974 1976 1978 1980 1982 1984 
Imports 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

From 
Israel 88.8 89.2 91.3 90.7 89.0 90.9 91.9 

From 
Jordan 0.1 0.1 

From other 
countries 11.1 10.7 8.7 9.3 11.0 9.1 8.1 

Exports 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

To Israel 47.3 60.8 64.3 65.8 76.2 81.5 83.4 
To Jordan 10.2 18.4 23.4 27.1 17.7 15.7 12.9 
To other 

countries 42.5 20.8 12.3 7.1 6.1 2.8 3.7 

Sources: Gharaibeh, Economies of the West Bank, p. 109; Central Bureau of 
Statistics, Statistics Quarterly, no.2, p. 7. 
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4. Construction and services 

Construction, mainly of private housing, contributed 6 per cent of the 
local GOP and provided employment for 4,000 workers before 
1967.73 Between 1968 and 1975 construction work increased by 30 per 
cent, but the number employed in this sector declined. Its 
contribution to GNP increased from 3.1 to 17.8 per cent during the 
same period.74 Residential construction in the Strip has expanded for 
a number of reasons: limited alternative investment opportunities 
and a general predisposition to invest in home ownership both 
because it is more feasible and also as a sign of the people's 
determination to settle the land and thereby 'assert their rights to the 
land in the face of continuous threat of confiscations' .75 

The services sectors in the Strip - transport, tourism, commerce 
and various public services - provided most of the remaining 
employment and accounted for over a half of the GOP before the 
war.76 Income was derived from tourism, public services, transporta-
tion and the civilian staff servicing Egyptian, Palestinian and 
United Nations forces stationed in the Strip. UNRWA employed a 
large staff to run its refugee camps, schools and clinics.77 

With the 1967 war, the Egyptian and United Nations troops left, 
the Palestine Liberation Army was disbanded, and tourism virtually 
ceased. After the occupation, the service sector's contribution to 
GOP continued however to be significant although the economic 
nature of these Sfrvices changed. The services share fluctuated from 
a low of around 40 per cent to a high of 65 per cent It provided just 
over half of GOP in 1982. ]ust over 20 per cent of the locally employed 
work force was in services in that year.78 

V. CONCLUSION 

The Israeli development strategy for the occupied territories can best 
be described as 'cosmetic'. Meron Benvenisti has described it as being 
by 'the initiation of change within the existing resource base and 
infrastructure rather than by efforts to transform the rural infrastruc-
ture through heavy capital expenditure, land reform, a move towards 
the processing of produce and improve structural support systems' .79 

In the best of circumstances, the Arab economy is permitted to 
develop only so long as its development does not compete or interfere 
with Israeli interests and broader objectives, or place a fiscal or 
economic burden on the Israeli system.so 
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Economic conditions and future economic developments in the 
Gaza Strip will be determined by both economic and political factors. 
Barring a major political breakthrough, the Gaza economy is unlikely 
to undergo significant changes. In the absence of alternative linkages 
it will remain structurally weak and highly dependent on Israel. 

Subsidised Israeli products dominate the markets of the occupied 
territories. Movement of Palestinian agricultural and industrial output 
is strictly controlled. No authority exists to promote development, and 
growth linkages inside the West Bank and Gaza Strip economies, and 
between them, are vestigial. Such growth as there is in the Gaza Strip 
is determined by the level of wages of the 35,000-45,000 workers 
currently employed in Israel. Their higher wages have increased 
income and in turn spurred local consumption and related economic 
activity. However, with the economic crisis in the Israeli economy in 
1984, recession set in in Gaza. Lack of investment both because of 
low incomes and occupation-related risks, will continue to be a major 
constraint on development Tourism, a potential source of hard 
currency, has virtually disappeared. 

The policy of integration with the Israeli economy, Meron 
Benvenisti suggests, has 'dealt a death blow to the economic viability 
of the Palestinians as a community' .81 It remains a market for Israeli 
produce and a supplier of cheap labour. Demand for that labour has 
stabilised, following the 1983 economic crisis, at a lower level than 
previously. Productive economic activity in the Strip is therefore 
unlikely to expand in the near future. Water utilisation is at its limit 
and unless new sources are discovered or current lopsided distribution 
between inhabitants and settlers is altered there will be no expansion 
of agricultural output. 

The lack of infrastructure, finance and investment and marketing 
opportunities condemn local industry to its current state. Existing 
trade patterns are unlikely to change as they have considerable benefits 
for Israel. New markets for Gaza products will have to be reached 
through Israel, Jordan or Egypt None of these countries has so far 
shown willingness to address the urgency of the crisis. 

In the words of one student of the economies of the occupied 
territories, the apparently unabashed objective of the Israeli economic 
policies in the Gaza Strip is to 'subjugate the Palestinian economy, 
to destroy its viability, to create economic hardships that would induce 
emigration (especially of men in their prime, the educated and the pro-
fessionals), to exploit the natural and human resources of the territo-
ries, and thus to facilitate Jewish settlement and eventual annexa-
tion'.82 
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6 

Israeli Policy Towards Economic 
Development in the West Bank and Gaza 

Mohammed K. Shadid 

The problems of economic development in a third-world nation are 
considerable under normal circumstances; the economic development 
of a people subject to foreign occupation presents a far greater 
challenge. In this case the evaluation of economic development 
should not be limited to measuring conventional determinants such as 
long-term increases in per capita income. Healthy economic 
development requires innovations to preserve national institutional 
infrastructure and vital national resources while the struggle to end 
occupation continues. 

Since Israel occupied the West Bank and the Gaza Strip in 1967 it 
has established over 150 settler colonies on confiscated Palestinian 
land. They are inhabited by an imported civilian population enjoying 
the separate legal, economic and judicial systems by which Israel 
also seeks to control the human and material resources of the 
occupied territories. The professed 'security' reason for the Israeli 
occupation appears secondary to the obvious economic and political 
value of the occupied territories to Israel: the nature of Israel's 
economic relations with the areas under its military control can best be 
explained by examining trends in the economic development of the 
West Bank and Gaza. 

Given the current structural weaknesses and vulnerabilities of the 
Israeli economy, the resources of the occupied territories playa specific 
and not insignificant role in helping the Israeli economy deal with 
these weaknesses and vulnerabilities. The occupation has helped 
transform Israel into a state with an imperial economy, relying for 
its well-being on the captive human and material resources of the 
occupied territories. Unlike the European empires of the past two 
centuries, where the metropolitan centres received economic resources 
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from allover the globe, the Israeli imperial economy is based on a 
geographically contiguous area, making pacification easier, more 
efficient and perhaps less obvious.1 

As Israel's economic crisis has worsened over the past decade its 
reliance on the occupied territories has grown. Inflation seemed to 
be out of control, rising steadily from 39.7 per cent in 1975, to 373.8 
per cent in 1984 before its decline to 304.6 in 1985. It was growing 
at an average of 16 per cent per month before a strict wage and prices 
freeze was imposed. Relative stability was achieved at the expense of 
living standards and employment and the export markets and cheap 
labour of the occupied territories became even more essential. 2 

Unemployment has been particularly high in Israeli development 
towns and among Oriental Jews with middle sector jobs. They often 
prefer drawing unemployment benefit to doing 'Arab work'. As a 
result of the economic crisis, wages for Arab workers have fallen and 
the number of jobs in construction has decreased. There have not been, 
however, the massive lay-offs of Palestinian workers predicted at the 
outset. 

Israel's trade and payments deficits continue to deteriorate (see 
Table 6.1). The crucial importance of the occupied territories to 
Israel's economy can be seen in the volume ofIsraeli exports to the 
West Bank and Gaza (Table 6.2). 

Table 6.1: Israel's trade and payments deficits: 1977-1985 (millions of 
US dollars) 

Year Trade Deficit Payments Deficit 
1977 1,759.7 2,382.0 
1978 1,914.1 3,119.0 
1979 3,083.1 3,657.0 
1980 2,553.8 3,775.0 
1981 2,485.8 4,335.0 
1982 2,924.6 4,824.0 
1983 3,491.6 5,039.0 
1984 2,449.7 4,893.0 
1985 1,940.5 3,972.0 

Source: Central Bureau of Statistics, Statistical Abstract of Israel, no. 37 
(Central Bureau of Statistics, Jerusalem,1986), pp. 196, 210. 
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Table 6.2: Israeli exports by destination in selected years: 1970-1985 
(millions of US dollars) 

Year USA West Bank United South 
& Gaza Kingdom Africa 

1970 149.1 73.9 81.4 10.7 
1975 307.5 367.7 169.3 34.7 
1980 953.9 571.6 465.5 79.2 
1982 1,117.7 639.6 416.5 74.2 
1983 1,329.2 680.5 412.9 82.8 
1984 1,638.0 649.9 481.5 104.4 
1985 2,138.0 611.4 477.0 63.8 

Source: Central Bureau of Statistics, Statistical Abstract of Israel, no. 35 
(Central Bureau of Statistics, Jerusalem, 1984), pp. 213, 225, 227. The data for 
South Africa are believed to be underestimates. 

These figures are taken from the Statistical Abstract of Israel, which 
excludes East Jerusalem and its 130,000 Arab inhabitants from the rest 
of the West Bank.3 The addition of East Jerusalem would have led to 
an even more striking picture; goods and services supplied by Israel 
to East Jerusalem are not included in the statistics for the West Bank 
and Gaza. It has been estimated that they are equivalent to 25 per cent 
ofIsraeli exports to the West Bank and the Gaza Strip. The adjusted 
figure for 1985 would therefore be US$ 764.3 million instead of US$ 
611.4 million.4 

The occupied territories are Israel's second most important export 
market after the United States, being equivalent to 160 per cent of 
Israel's exports to the United Kingdom, Israel's third largest customer 
(Table 6.2). An indication of Israel's tight control over the economies 
of the occupied territories is the fact that 90.7 per cent of their imports 
originate in Israel. 5 

I. AN OVERVIEW OF ISRAELI ECONOMIC POLICY FOR THE 

OCCUPIED TERRITORIES 

Israeli policy towards the occupied territories since 1967 has been 
governed by the common, though occasionally contradictory, 
interests of Israeli entrepreneurs and political strategists. They are 
forcefully protected by military orders regulating the indigenous 
Palestinian economy. The occupation authorities have sought to 
integrate the economies of the West Bank, the Gaza Strip and the Golan 
Heights6 into that of Israel. The nature of this colonial relationship 
is most obviously revealed in the seizure of land and water, but it 
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equally dominates trade, labour and industry. 
The Israeli Ministry of Defence, in its report on 'Development and 

the Economic Situation' in the occupied territories, summarised the 
economic relationship between Israel and the captured areas quite 
candidly: 'The areas are a supplementary market for Israeli goods and 
services on the one hand and a source of factors of production, 
especially unskilled labour, for the Israeli economy on the other.'7 

1. The industrial sector 

The industrial sector's contribution to the GDP of the West Bank 
actually fell from 9 percent in 1968, to 8.2 per cent in 1975 and 6.5 per 
cent in 1980.8 GDP per capita is twice as high as that of Egypt but the 
contribution of industry to GDP is only a quarter the size. 

The industrial sector in the West Bank and Gaza consists mainly 
of small and medium-sized workshops, 92.3 per cent of which employ 
between one and nine workers.9 These establishments are un-
mechanised and operate mainly in the processing of primary goods -
food, beverages and tobacco. Textiles production and manufacture of 
clothing are also important (Table 6.3). 

Table 6.3: Distribution of industrial firms by the size of their labour 
forces: 1978 

Number of Workers Number of Firms % of Total 

1-9 2.784 92.3 
10-19 145 4.6 
20-49 74 2.5 
50-55 7 0.2 
100 and more 7 0.2 

TOTAL 3,017 100.0 

Source: Hisham Awartani, A Survey of Industry in the West Bank and the Gaza 
Strip (Birzeit University Publications, Birzeit, 1979), p.25. 

Pickled olives, olive oil and oil-based soap exported to Jordan and 
the Arab world account for nearly 90 per cent of all industrial sales.lO 
About half the cement blocks, floor tiles, bricks and stones for 
construction produced in the occupied territories is sold to Israeli 
companiesY Sales of other products such as clothing (subcontracted 
from Israeli Hnns) , wood products, wicker and other furniture, woven 
textiles, plastic household products (mattresses, sandals, etc.), 
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fluctuate depending on the level of demand in the Israeli market.12 
There is little investment by Arab entrepreneurs because of the high 

risks involved. Israeli capital is absent except in the form of 
subcontracts, particularly in the textiles and clothing sectors. Seventy 
per cent of all textiles fIrms were established after 1967.13 It is 'the 
lowest paid industry in the West Bank and the Gaza Strip'.14 Ninety 
per cent of textile workers are women earning less than 60 per cent of 
the wages paid for similar jobs in Israel.ls 

In the areas of industry, finance and agriculture, Israel has discour-
aged the establishment of a strong and independent infrastructure 
forthe region. The flooding of the West Bank and Gaza Strip markets 
with subsidised foodstuffs and manufactured foods from Israel drives 
out Palestinian products. Discriminatory policies and practices 
militate against Palestinian businesses becoming viable. Palestinian 
manufacturers, for instance, are charged a 15 per cent production tax 
as laid down in Jordanian law.16 This tax is not applied to Israeli 
manufacturers, either inside the Green Line or in the settlements. Value 
added tax of 15 per cent is also levied by the occupation authorities and 
a tax of 38.5 per cent on net assets is imposed at the end of the fiscal 
year. Israelis also pay these taxes, but there is discrimination in the 
method of calculation. Palestinians are taxed in stable Jordanian 
dinars, the Israelis in devalued Israeli shekels despite the fact that they 
both buy and sell their goods in shekels. On the whole, Palestinian 
manufacturers pay 35-40 per cent more tax than their Israeli counter-
parts. This makes their production costs higher and would undermine 
their ability to compete even ifthey had equal access to the market. 
The primary concern of the Palestinian manufacturer has become 
survival rather than development. 

At the same time Israel is promoting a far-reaching plan for Jewish, 
rather than Arab, industrial development in the West Bank. By 1983 
six Jewish industrial zones had been constructed in the West Bank: 17 

Shaked, 40 dunums; Barkan, 300 dunums; Ma'ale Ephraim, 70 
dunums; Kame Shomron, 150 dunums; Ma'ale Adumim, 650 
dunums; and Kiryat Arba, 50 dunums. The aim is to have a total of 
1,650 dunums of industrial development zones. 

Plants in these zones employ some 2,500 workers, 70 per cent of 
whom are Jewish; the remainder are Palestinian Arabs who are 
assigned primarily unskilled jobs. IS The authorities are promoting 
capital intensive industries to reduce the need for settlers to commute 
to cities inside Israel, and limit Arab employment. A 1982 World 
Zionist Organisation plan to settle 100,000 Jews in the West Bank by 
the year 2010 calls for the establishment of seven more industrial 
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parks.19 The total area designated for industry in the plan is 15,000 
dunums. It predicts 83,500 new jobs for Jewish industrial workers 
with 25,000 unskilled and semi-skilled jobs for Palestinians.20 

Israeli researchers estimate that by 1986 an additional 8,750 Jewish 
and 2,200 Arab industrial jobs will have been created. Investment in 
the new Jewish industrial parks is estimated at US$ 250 million over 
five years (US$ 60-100 million for infrastructure and the rest for 10 per 
cent government equity participation). Existing investment in Jewish 
industry in the West Bank is valued at US$ 328 million.21 

2. Labour 

Mter 1967 Israel invested heavily in industry to diversify from its 
dependence on agriculture. Profitability was increased by the availa-
bilityof a large pool of unskilled labour in the occupied territories. 
Table 6.4 shows the increase in the number of Palestinians employed 
in Israel since 1970. 

Table 6.4: Distribution of workers in the occupied territories by place of 
work in selected years: 1970-1985 

Year Total Number % in Israel 
(thousands) Working in 

Israel 

1970 173.3 20.6 12.0 
1973 194.7 61.3 31.5 
1974 210.4 68.7 32.6 
1975 204.9 66.3 32.2 
1976 205.8 64.9 31.5 
1977 204.4 63.0 30.8 
1979 212.1 74.1 34.9 
1980 215.7 75.1 34.8 
1981 215.9 75.8 35.1 
1982 222.7 79.1 35.5 
1983 232.5 87.8 37.8 
1984 241.3 90.3 37.4 
1985 241.9 89.2 36.9 

Source: Central Bureau of Statistics, Statistical Abstract of Israel, no. 37, 
1986, p. 705 

Israeli statisticians calculate the number of workers from the occupied 
territories through its labour offices. Official figures do not include 
people denied work permits, or workers who do not seek them. There 
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are an estimated 20-25,000 Palestinians working in Israel without 
permits. They are privately employed by Israelis, either from Arab 
labour contractors or through unofficial labour exchanges (or 'slave 
markets' as they are known). Payment is in cash and neither side pays 
taxes or insurance.22 A more realistic figure for the number of 
workers from the occupied territories employed in Israel in 1985 is 
109,200 (89,200 legally plus 20,000 illegally), or45 per cent of the total 
work force.23 

Palestinian workers are confined to certain sectors in the Israeli 
economy, primarily construction (which takes 50 per cent of the 
illegally hired workers), agriculture and services.24They are paid lower 
wages than Israelis for the same job.25 Many Israeli entrepreneurs have 
moved businesses to the occupied territories to exploit the labour 
market. Subcontracting exploits women's and children's labour which 
is even cheaper than Palestinian men's. 

3. Agriculture 

Before 1967, the West Bank was thebreadbasketofJordan. Itisnot 
even self-sufficient now. Occupation policy has transformed 
Palestinian agriculture so that it fulfils the function of supplying 
other factors of production and serves Israeli market strategies. 

In the months immediately following the war, the Israeli 
authorities announced an 'open bridges' policy. West Bank farmers 
received permits to truck their agricultural surpluses (and 
manufacturers their products) across the Jordan River bridges to the 
East Bank. If the produce had been left unsold, the economy of the 
West Bank would have collapsed; the resistance of the population 
might have intensified and the provision of basic necessities by the 
occupation forces would have drained the Israeli economy. If West 
Bank fruits and vegetables had been allowed onto the Israeli market 
they would have undercut Israeli produce by 20-25 per cent.26 

The Israeli army delayed access to the Israeli market for occupied 
territories agricultural produce by introducing military orders requir-
ing permits and health checks on processed foods and certification that 
the produce would not cause Israeli surpluses. v Israeli farmers, on the 
other hand, had unrestricted access to the West Bank. In the first year 
of occupation the Israeli Ministry of Agriculture established a general 
policy for West Bank agriculture which aimed to reduce the area's pre-
war dependence on trade with the East Bank and to introduce crops 
which would complement Israel's own and would either be exported 
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to Europe or processed in Israeli factories.28 The exports over the 
bridges prevented the West Bank: produce from glutting the Israeli 
market or remaining unsold, and brought in hard currency which 
improved Israel's [mancial situation. 

Today about a third of West Bank agricultural output is marketed 
in Jordan.29 The bridges are 'open' in one direction only; agricultural 
imports from the East Bank are not permitted. The 'open bridges' 
are an economic conduit to Jordan and the Arab world. Initially, 
Israel hoped to use the conduit for its own goods and it still entertains 
hopes of gaining access to the vast markets in surrounding countries. 

In light of the growing importance of foreign currency earnings 
to Israel's ailing economy, there are clear advantages to Israel in 
promoting further development and expansion of agriculture in the 
occupied territories. In fact, the opposite has occurred and restrictions 
have caused stagnation. The registered increases in agricultural 
production were due to the introduction of modem technology, not to 
expansion in area. Theactualareaofland under cultivation in the West 
Bank and the Gaza Strip is smaller now than before the 1967 war 
(Table 6.5). There has been a drop in the number of people employed 
in agriCUlture, from 69,000 just prior to the war to 22,000 in 1983.30 

Table 6.5: Area under cultivation in the West Bank in selected years: 
1966-81 (in thousands of dunums) 

Type of Land 1966 1968 1973 1974 1975 1976 1980 1981 

Irrigated 100 57 82 81 83 89 92 98 
Rain-fed 1,980 1,988 1,941 1,939 1,878 1,931 1,859 1,909 

TOTAL 2,080 2,045 2,023 2,020 1,961 2,020 1,951 2,007 

Source: Meron 8envenisti, The West Bank Data Base Project (American 
Enterprise Institute, Washington D.C., 1984), p. 13. 

4. Land 

Control of the land is the most vital issue in the development of the 
occupied territories and a point of violent confrontation between 
Palestinians and Israelis. Meron Benvenisti reported that 52 per cent 
of the West Bank land, including the most fertile areas, has been 
alienated from Palestinians through various techniques of land 
expropriation, no-construction orders, closures, demolition of houses, 
destruction of cultivated fields and armed terror againstfallahin.31 

This Israeli government policy of seizing the land and squeezing 
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the population would, according to an extremist view articulated by 
current Israeli Knesset member and fonner Chief of Staff of the Israeli 
anned forces Rafael Eitan, cause Palestinians to 'run about like 
drugged cockroaches in a bottle'.32 

S. Water 

Immediately after the 1967 war, the water resources of the newly 
occupied areas were placed under the control ofIsrael' s national water 
company, Mekorot. Since then, the authorities have pennitted the 
drilling of only seven new wells to provide drinking water. Twelve 
irrigation wells have dried up, and many others, especially in the 
Jordan Valley, are becoming useless as the water table declines and 
salinity increases. Only two pennits have been issued for Palestinians 
to drill wells on their own land for irrigation purposes and only one of 
these produced usable water.33 

Over the same period Israeli settlements have drilled at least 17 
wells: these wells, 5 per cent of the West Bank total, drew 14.1 million 
cubic metres of water, 30 per cent of the total for the West Bank. All 
314 Palestinian wells drew 33 million cubic metres.34 Israel helps 
itself to vital West Bank resources - ground water in the eastern 
drainage area of the Jordan Valley - while imposing draconian 
restrictions on water usage, especially of the western aquifers, by 
Palestinians on the grounds that it threatens salination of supplies 
inside Israel. Irrigation wells have been metered, and stiff fines 
imposed on users who exceed the limits imposed by the military 
authorities. Settlements, in contrast, are not restricted in their use of 
water for irrigation (even to fill swimming pools) while the majority 
of the West Bank villages, and some towns, suffer seasonal shortages. 

In the irrigated regions of the Jordan Valley restrictions have been 
particularly harsh. Early in the occupation, the anny destroyed 140 
water pumps in the Gaza Strip and along the Jordan River and closed 
30,000 dunums of agricultural land. In 1979, the authorities bulldozed 
the irrigation canal in the village of Jiftlik. Subsequently, land was 
confiscated and tenant fanners' homes destroyed and other areas 
closed to cultivation. 

Israel's water policies have been a major impediment to any 
expansion or intensification of agricultural production in the West 
Bank. In the Jordan Valley, Mekorot's water plan calls for 36 wells 
by the late 1980s. This will extract half the available ground water 
for only 28 settlements housing 2,000 Israelis. Meanwhile, the subsis-
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tence of 14,000 Arab residents is threatened by dwindling water 
supplies.35 

6. Israel's policy towards development projects 

Indications of short- and long-term Israeli plans for the occupied 
territories are revealed in its decisions regarding development 
projects. This area has attracted public debate over the last few years 
because of conflict between the military authorities and a number of 
US private voluntary organisations (PVOs) over approval and imple-
mentation of development projects. 

There are eight US PVOs with development and social welfare 
programmes in the West Bank and the Gaza Strip: American Friends 
Service Committee (APSC), Mennonite Central Committee (MCC), 
American Near East Refugee Aid (ANERA), Community Develop-
mentFund (CDF), CARE, Catholic Relief Service (CRS), Holy Land 
Christian Missions (HCM) and American-Mideast Educational and 
Training Services (AMIDEAS1). Only the first two, AFSC and 
MCC, do not accept US government funds. Programmes are usually 
proposed by the agencies, or by local Palestinians, or jointly. All 
individual development projects are subject to the approval of the 
Israeli military authorities. 

7. US role and development funds in the occupied territories 

US government economic aid to the Palestinian community in the West 
Bank and the Gaza Strip has become an important local and 
international political issue. This interest, generated by what had been 
a relatively low-profile US commitment, led to a new description of 
that commitment, by US Secretary of State George Shultz and later 
by Vice-President George Bush, as a policy redirection towards an 
'improvement in the quality of life' for West Bank and Gaza Strip 
residents.36 The US had been accused of joining Israel and Jordan in 
a policy of pacification, funnelling money to the West Bank via both 
governments in an attempt to increase their influence over the 
population. Bush announced in July 1986 in Amman that US$ 4.5 
million of aid would, for the first time, be sent to the West Bank via the 
Jordanian government which almost simultaneously announced a fi ve-
year development plan of its own for the area. This kind of 'develop-
ment' will complement the Israeli policy of permitting personal 
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prosperity while forcibly restraining genuine social and economic 
development. Considering the small amount of aid the West Bank and 
Gaza Strip Palestinians receive compared with US aid to Israel (US$ 
14 million in fiscal year 1986 for the former and US$ 4 billion for the 
latter), the US government clearly lacks any commitmenttoPalestinian 
development. Between fiscal year 1975, when the programme was 
authorised by Congress, and 1984, US$ 51.6 million was allocated 
to the Palestinians. Over the same period the US provided Israel with 
a total of US$ 24.3 billion in grants and low interest loans. In other 
words, for every US$ 1.00 of aid to the Palestinians, Israel received 
US$ 476.00.37 

8. PVO development projects and Israeli policy 

Before Bush's announcement, all US aid to the Palestinians was 
channelled through the six PVOs which accept US government funds, 
making these agencies potentially the direct instruments of US 
government policy. The US government does not, however, exert 
pressure on the Israeli military authorities to approve projects, leaving 
the agencies to negotiate alone. The 'new direction' in US policy 
towards 'improvements in the quality of life' by Israel, it is argued, 
does not differ substantially from the patterns of development both 
have shown themselves to favour for Palestinian residents of the 
occupied territories. An analysis by Meron Benvenisti of develop-
ment projects submitted by the agencies to Israeli military authorities 
for approval provides further insight into Israeli policy in the area and 
how US funds are being used. 

Three PVOs, ANERA, CDF and CRS fund development projects; 
AMIDEAST, HCMand CARE are involved in educational activities. 
Their work can be divided into three main areas: development and 
income-generating projects in agriculture and industry; social, 
educational, community and charitable work; public works such as the 
provision of water, sewage disposal, electricity networks and paved 
access roads. 

Table 6.6 shows the relative importance given by the agencies to 
each area in terms of budgets and numbers of projects. Table 6.7 
compares the number of projects and budgets submitted with those 
approved by the Israeli authorities. The preference for public works 
over economic development is clear.38 
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Table 6.6: Selected US private voluntary organisations projects in the 
West Bank: 1977-1983 (percentage) 

Category Submitted Project Submitted Budget 

Economic development 33.8 45.8 
Social/educational 36.3 27.2 
Public works 29.9 27.0 

TOTAL 100.0 100.0 

Source: Maron Benvenisti, US Government Funded Projects in the West Bank 
and the Gaza Strip 1977-83 (Jerusalem: The West Bank Data Base Project, 
1984), p. 7. 

Table 6.7: US private voluntary organisation project submission and 
implementation: 1977-1983 (percentage) 

PVO Intention Israeli Reaction 
(Submitted) (Actually Implemented) 

Category Project Budget Project Budget 

Economic develop-
ment 33.8 45.8 22.7 29.4 

Socia V 
educational 36.3 27.2 36.1 26.2 

Public works 29.9 27.0 41.2 44.0 

TOTAL 100.0 100.0 100.0 100.0 

Source: Benvenisti, US Government Funded Projects, p.12. 

Benvenisti's detailed analysis of358 projects, involving a total budget 
of US$ 66 million, provided by the US government, administered 
by six PVOs and submitted to the Israeli authorities for approval and 
implementation shows: 

(a) A third of the submitted projects and 45.8 per cent of the 
proposed budget were in the field of economic development; slightly 
more than a third of the proposals and 27.2 per cent of the proposed 
budgets were social, educational and charitable projects; almost 30 per 
cent of the projects and 27 per cent of the budgets were devoted to con-
sumption oriented public works. 

(b) Israeli intervention caused a major shift in the allocation of 
projects and budgets. The Israeli military authorities tended to 
disapprove of development projects and encourage public works. 
Consequently the share of consumption oriented public works in the 
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projects actually implemented is 44 per cent. The proportion of the 
budget actually devoted to economic development projects was 
reduced from almost half of the provisional programme to less than a 
third. 

(c) Israeli intervention alters the PVOs' emphasis and uses US 
economic aid in the occupied territories to implement its own 
economic policies (with US government acquiescence) which encour-
age individual prosperity and curb communal economic develop-
ment. These economic policies are important components in the 
control of a hostile population. Curbing the development of a viable 
and independent economic sector forces the population to become 
more dependent on Israel, or alternatively Jordan. Continued individ-
ual prosperity usually militates against effective communal 
organisation and the pursuit of communal goals. In short, the actual 
contribution of US aid to the West Bank and Gaza has helped to 
strengthen the pacification programme pursued by Israel as well as 
relieving it of certain expenditures. (In fact, it has been estimated that 
Israel takes in - through V AT, tax on workers' wages, charges for 
utilities, etc. - far more than the amount it spends on services for 
Palestinian inhabitants of the occupied territories.)39 

Despite the small size of the economic development programmes 
sponsored by the PVOs, Israeli officials are intent on control. General 
Ben Eliazer, the Israeli official in charge of project approval, when 
invited to comment on particular projects answered, 'I prefer not to 
answer specifically .. .! would like to give you the whole strategy ... no 
voluntary organisation has the autonomy to do whatever it wants in this 
part of the world. This is a place where there is law and order, and this 
is the place where there is an administration.'4O Another Israeli official 
in the West Bank military government was more direct in his reaction 
to certain economic development proposals. He said, 'Why should 
we assist towns like Halhoul and Dhahriyya where disturbances are 
commonplace and our forces are under attack?'41 

West Bank and Gaza business people have discovered that their 
chances of obtaining approval of development projects are even 
smaller than those of the PVOs. Land reclamation project proposals are 
invariably rejected. Other major projects which have been rejected 
include: a cement factory near Hebron, a paint factory in Nablus and 
the expansion and modernisation of a flour mill in Hebron. Giving 
the reasons for rejecting the paint factory project, an Israeli official 
said, 'Why should we permit the building of a factory in Nablus while 
Israeli paint factories are operating below full capacity?'42 

The fact that some projects are approved in one location or for a 
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certain group, while similar ones elsewhere are rejected, indicates that 
political considerations are also important to the occupation authori-
ties' approval or rejection of Palestinian development projects. 
People applying must be politically acceptable to the authorities. For 
example, when Israel was trying to promote the Village Leagues as an 
alternative to the PLO in the early 1980s, it allowed League members 
to distribute permits for road building and construction, exit, residency, 
and soon. 

ll. CONCLUSION 

Responding to a request from the Israeli Citizen's Rights Movement 
for the relaxation of restrictions on development in the occupied 
territories, the Israeli Minister of Defence Yitzhak Rabin, replied: 
'There will be no development in the occupied territories initiated by 
the Israeli Government, and no permits will be given for expanding 
agriculture or industry (there), which may compete with the State of 
Israel. '43 

Israel, like other colonial powers, has profited enormously from the 
territories it occupied in war. The occupied territories have become 
markets for Israeli manufactured goods. The Israeli army has seized 
land and extracted raw materials, labour and taxes from the Palestini-
ans who are militarily dominated, politically suppressed and 
economically dependent. Israeli policies are designed to maintain 
this status quo. Physically, Palestinian population centres are being 
restricted. The expansion of town and city limits is severely restricted, 
forcing the population into increasingly congested areas. Horizontal 
growth is permitted only to settlements which have been planned to 
encircle concentrations of Palestinian population. 

Political suppression is equally evident. Gangs of armed settlers 
roam the streets of the largest cities of the occupied territories, 
supported and protected by the Israeli army. Collective 
punishments and detentions without trial are commonplace. 
Schools and universities are frequently ordered closed by the 
military; towns are placed under curfew; house arrests, house 
demolitions, forced resettlement and deportations are standard Israeli 
policy, and censorship is universal. These are also aspects of Israel's 
'quality of life' programme. 

Israel's economic policy for the occupied territories of no growth, 
no development and continued colonisation will not produce peace 
even if pacification is temporarily achieved with the support of the US. 
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The US Congress outlined its purposes in allocating aid to thePalestini-
ans this way: 'It is the desire of the Congress to support projects and 
expand institutions in the occupied territories of the West Bank 
and Gaza to help build the socio-economic underpinnings necessary 
to preserve peace.'44 US Consul-General in Jerusalem, Morris Draper, 
told an audience at the Hebrew University's Truman Institute in July 
1986 that American aid would be forthcoming if 'movements' were 
made towards 'self-rule', a euphemism for autonomy, or toward 
confederation with Jordan. The new American policy of promoting 
private enterprise must be viewed as the de-emphasising of indigenous 
institution building which would give Palestinians some control over 
the planning and development of their future, a Palestinian national 
goal against which Israel's economic policies in the West Bank and 
Gaza Strip have fought for the last two decades. 

For those Palestinians thirsty for any kind of development, no matter 
the political price, the immediate future seems manageable. Those 
Palestinians whose goal is political self-determination, in order to end 
the cycle of exploitation at the hands of those who control the direction 
of economic development, can expect an intensification of the kind 
of political suppression which the term 'quality of life' came to mean 
in 1986. 

NOTES 

1. Rami S. Khuri, 'Israel's imperial economics', Journal of Palestine 
Studies, vol. 9, no. 2 (Winter 1980), p. 71. 

2. Central Bureau of Statistics, StatisticalAbstract of Israel, no. 37,1986 
(Central Bureau of Statistics, Jerusalem, 1986), p. 250; Jerusalem Post, July 
16 1985, p. 1. 

3. Meron Benvenisti, Jerusalem: Study of a Polarised Community (The 
West Bank Data Base Project, Jerusalem, 1983), p. 71. 

4. The population of East Jerusalem comprises about 10% of the total 
population of the West Bank and Gaza. The per capita income in East 
Jerusalem is higher than that in the rest of the West Bank; it has always been 
more affluent and therefore the volume of their imports is proportionally 
higher. Based on interviews with a number of West Bank importers from 
Israel, it is estimated that approximately another 15% of purchases by West 
Bank and Gaza Strip residents are made directly by individuals in Israeli 
shopping centres and these are not included in the official Israeli statistics. 
Thus 25% is a reasonable estimate of the amount which should be added to 
the official Israeli statistics. 

5. Calculated from Central Bureau of Statistics, Statistical Abstract of 
Israel, 1984, p. 751. 

6. The scope of this paper will be limited to a discussion of the West Bank 

135 



TIIE PALESTINlANECONOMY 

and the Gaza Strip. The Golan Heights merit special consideration that is 
not possible here. 

7. Unit for Co-ordination of Activity in the Administered Areas, 
Development and Economic Situation in the AdministeredAreas, 1967-1969: 
A Summary (Ministry of Defence, Tel Aviv, October 1970); Sheila Ryan. 
'Israeli economic policy in the occupied areas: foundations of a new 
imperialism', MERIP Reports, no. 24 (Washington D.C., 1974), p. 9. 

8. Meron Benvenisti, The West Bank Data Base Project (American 
Enterprise Institute, Washington D.C., 1984), p. 15. 

9. M.K. Budeiri, 'Changes in the economic structure of the West Bank 
and Gaza Strip under Israeli occupation', Labour, Capital and Society, vol. 
15, no. 1 (April 1982), p. 55. 

10. Hisham Awartani,ASurvey of Industry in the West Bank and the Gaza 
Strip (Birzeit University Publications, Birzeit, 1979), p. 29. 

11. Ibid., p. 28. 
12. Budeiri, 'Changes in economic structure', p. 56. 
13. Awartani, A Survey of Industry, p. 27. 
14. Sarah Graham-Brown, 'The West Bank and Gaza: the structural 

impact of Israeli colonisation', MERIP Reports, no. 74 (Washington D.C., 
1979), p. 12. 

15. Awartani, A Survey of Industry, p.27. 
16. Israel uses four types of laws and regulations in the West Bank: 

Jordanian Law (which is required by international law ), the British Emergency 
Regulations of 1948 andIsraeli Law. Ituses one or more ata time as it suits 
its interests best. Whenever these laws are not 'adequate' the occupation 
authorities issue a military order. 

17. Meron Benvenisti, The West Bank Data Base Project, p.17. 
18. Ibid. 
19. Ibid. 
20. Ibid. 
21. Ibid. 
22. Joost R. Hiltermann, 'Mass mobilisation under occupation: the emerg-

ing trade union movement in the WestBank andGaza', MERlP Reports, no. 
136/137 (Washington D.C., 1985), p. 27. 

23. Israeli statistics on the West Bank and Gaza exclude East Jerusalem; 
there are 24,000 Palestinian workers from East Jerusalem included in the 
Israeli workforce. A permit to work in Israel is not required for them. 
Therefore the total number of workforce in the West Bank and Gaza should be 
adjusted to 265,900. The figure for East Jerusalem is calculated from: Shimon 
Bigelman (ed.), Statistical Yearbook of Jerusalem, no. 3, 1984 (The 
Jerusalem Institute for Israel Studies, Municipality of Jerusalem, Jerusalem, 
1986), pp. 176-178. 

24. Central Bureau of Statistics, Statistical Abstract of Israel, no. 35, 
1984, p. 763. 

25. Hiltermann, 'Mass mobilisation', p.4. 
26. Ryan, 'Israeli economic policy', p. 13. 
27. Ibid. 
28. Jerusalem Post, 22 October 1967. 
29. Ryan, 'Israeli economic policy', p. 13. 
30. Central Bureau of Statistics, Statistical Abstract of Israel, no. 35, 

1984, p. 762. 

136 



ISRAEU POUCY IN TIlE WEST BANK AND GAZA 

31. Meron Benvenisti, The West Bank Data Base Project, pp. 21-2. 
32. Jerusalem Post, 24 April 1983. 
33. Raja Shehadeh, The West Bank and the Rule of Law (Law in the Service 

of Man, Ramallah, 1980), p. 66. 
34. Joe Stork, 'Water and Israe!'s occupation policy', MERIP Reports no. 

116 (Washington D.C., 1983), p. 22. 
35. Ibid; Meron Benvenisti, Interim Report No. 1 (The West Bank Data 

Base Project, Jerusalem, 1982) pp 20-1. 
36. Meron Benvenisti, US Government Funded Projects in the West Bank 

and the Gaza Strip 1977-83 (The West Bank Data Base Project, Jerusalem, 
1984), p. l. 

37. Washington Post, 16 December 1984, p. A25. 
38. Benvenisti, US Government Funded Projects, p. 7. 
39. Meron Benvenisti, West BankData Base Project 1987 Report: 

Demographic, economic, legal, social and political developments in the 
West Bank (The West Bank DataBase ProjectlThe Jerusalem Post, Jerusalem, 
1987), pp. 30-2. 

40. New York Times, 3 October 1980. 
41. Haaretz, 13 April 1984. 
42. Interview with Zafer Masri, Chairman, Chamber of Commerce, 

Nablus, 19 August 1985. 
43. Jerusalem Post, 15 February 1985. 
44. Benvenisti, US Government Funded Projects, p. 3. 

137 



This page intentionally left blank 



7 

Agricultural Development and Policies in 
the West Bank and Gaza 

Hisham Awartani 

I. INTRODUCTION 

Changes in Palestinian agriculture in the West Bank and Gaza Strip 
have received special attention since the beginning of Israeli 
occupation in 1967. This interest has been partly motivated by 
agriculture's importance in the local economy. It provides 20-30 per 
cent of the occupied territories' Gross Domestic Product and employs 
a substantial part of the labour force. Agricultural development also 
has a sensitive impact on the question of food security for Palestinians 
under occupation. In addition to these factors, agriculture in the 
occupied territories commands a much greater significance because of 
its direct bearing on land and water use, both of which are at the root 
of the Arab-Israeli conflict The importance of agriculture is further 
accentuated because of its profound effect on the occupied territories' 
trade relations with Israel and Jordan. Both countries adopt strongly 
protectionist import policies, especially in regard to farm produce. 

This paper will explore the dynamics of change in agriculture, 
paying special attention to the political background and the 
ramifications of what may appear to be normal socio-economic 
transformations. Although most of the statistical data used in this 
paper relates to the West Bank, the resulting conclusions and recom-
mendations apply in varying degrees to the Gaza Strip. 

II. INCOME FROM AGRICULTURE 

Agricultural output in the West Bank varies considerably from year to 
year, largely because of cyclical variations in the yield of olives and 
cereal grains which are extremely sensitive to changes in levels of 
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rainfall. Farm income has also been affected by the violent fluctuations 
in prices which have characterised local markets in recent years (Table 
7.1). 

Table 7.1 shows that the average value of income originating from 
agriculture between 1982 and 1984 was US$ 186 million per annum 
which amounted to 25.4 per cent of gross domestic product, and 18.5 
per cent of Gross National Product. Though somewhat lower than is 
common in developing countries, the share of agriculture in the West 
Bank's GDP is noticeably higher than in both Jordan (6 per cent) and 
Israel (5 per cent). 

Table 7.1: Income from agriculture in the West Bank: 1982-1984-
(in millions of US$ and percentage) 

Income from 
Agriculture GDP' Share of GDP- Share of 

US$ US$ Agr.(%) US$ Agr.(%) 

1982 216 722 29.9 988 21.9 
1983 194 738 26.3 1,037 18.7 
1984 148 741 20.0 996 14.9 

AVERAGE 186 734 25.4 1,007 18.5 

Note: a. At factor cost and current prices. 
Sources: Central Bureau of Statistics, Statistical Abstract of Israel (Central 
Bureau of Statistics, Jerusalem): 1984, p.251; 1985, p.254; 1986, pp. 241,691. 

The breakdown of West Bank agricultural income by source (based 
on 1983-5 averages) indicates that fruit accounts for 28 per cent of all 
income (see Table 7.2). Olive production is the single most important 

Table 7.2: Agricultural output by source: average 1983-1985 

Millions %of 
of US$ Total 

Crops 106.4 53.0 
Field Crops 8.6 4.0 
Vegetables and melons 41.4 21.0 
Olives 18.5 9.0 
Citrus 13.5 7.0 
Other fruit 24.4 12.0 

Livestock products 94.7 47.0 

TOTAL OUTPUT 205.0 100.0 

Source :Calculated from Table 28/27 in Statistical Abstract of Israel, 1986, p.713. 
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branch of fanning with an average share of 9 per cent of income and 
42 per cent share of total cultivated area. Citrus and grapes are also 
of great importance, especially as export commodities. Vegetable 
crops contribute 20 per cent of agricultural income, although their 
share in agricultural exports is considerably higher. 

The livestock sector has markedly expanded in recent years. It 
provided 30 per cent of agricultural income 10 years ago, a share 
whichrose to 46 per cent in 1983-5. Increased production of sheep and 
poultry account for most of the rise. 

m. CULTIVATED AREA 

The West Bank covers an area of 5,572 square kilometres (the Gaza 
Strip is 362 square kilometres). The breakdown of the area in terms 
of agricultural use is as follows: active cultivation, 2,000 square 
kilometres; grazing, 1,745 square kilometres; forests, 255 square 
kilometres; other uses, 1,772 square kilometres.1 

The proportion of about 36 per cent of the West Bank under active 
cultivation is relatively high given the excessive gradients and the 
rocky nature of land. In fact an aerial classification of the West Bank 
conducted in 1968 showed that only 10 per cent of the area was suitable 
for irrigation and only 23 per cent could be used for rain-fed fanning.2 

It is clear from these figures, and supported by observation, that 
Palestinian peasants in the West Bank have practically reached the 
limits of cultivation possible within existing natural and economic 
constraints. Consequently, if a more extensive level of cultivation is 
sought, essentially for political reasons, it may not be deemed viable 
on economic grounds because of the high cost of reclaiming low 
quality land (US$ 170-450 per acre). Profit margins obtainable from 
cultivating such areas are currently so low that investment is rarely 
recovered within an economically acceptable time span. If wider 
cultivation is deemed necessary owners of such land will have to be 
effectively assisted. Not surprisingly, this has been precisely the 
Zionist policy on agriculture, not only during the early years of the 
struggle for land acquisition prior to the establishment of the state, but 
even today, as growers in Israel are still provided with massive 
subsidies to keep them in farming. 

It is to be noted in this connection that anum ber of pri vate vol untary 
organisations operating in the West Bank have sponsored a relatively 
large number of small but successful reclamation projects on 
marginal land which is usually planted later with fruit trees, most 
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commonly olives. The subsidy component inherent in these projects 
has guaranteed their success. 

IV. WATER 

TheWest Bank receives more rainfall than most areas in theNearEast. 
It is estimated that 68 per cent of its land surface receives an annual 
precipitation of over 300 millimetres, which is defined as the aridity 
threshold. The total amount of usable reserve is around 800 million 
cubic metres.3 Two-thirds of that quantity flows into the coastal 
aquifers, thereby supplying about one-quarter of Israel's total water 
consumption, estimated at 1,920 million cubic metres in 1985. 

Despite being relatively rich in water resources, West Bank Arab 
residents consume only 100-110 million cubic metres per annum, 
which amounts to 5 per cent of Israel's annual level. Table 7.3 
indicates the wide gap in aggregate and per capita consumption of 
water between Israel and the West Bank for all major areas of water use. 

Table 7.3: Water consumption in Israel and the West Bank: 1985 
(millions of cubic metres) 

Agriculture 
Industry 
Domestic 

TOTAL 

Israel 
1,389 

109 
422 

1,920 

Memorandum Item (cubic metres) 
Per capita consumption 450 

West Bank 
SO 
5 

20 

105 

131 

Sources: Statistical Abstract of Israel, 1986, p.S; Hisham Awartani, Water 
Resources and Policies (Jerusalem, Arab Thought Forum, 19S0), p.1 o. 

The two major sources of water supply in the West Bank are deep bore 
wells and springs. There are some 310 Arab wells which are estimated 
to discharge 35-40 million cubic metres per annum, and 300 springs 
providing a further 50-60 million cubic metres. Water catchment 
cisterns collect up to 6 million cubic metres per year.4 

The politics of water use in the West Bank has received 
considerable attention in recent years. Israel has in effect imposed 
a ceiling on Arab water use, especially from deep bore wells, while 
maximising its own acquisition of West Bank water reserves. The 
Israeli water company, Mekorot, has drilled about 34 deep bore wells 
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since 1968 with an annual discharge capacity of 30-45 million cubic 
metres, which amounts to over two-thirds of the volume taken from all 
310 Arab wells.5 Israel controls water use by Arabs through a series 
of policies and military orders which include, for instance, the almost 
total ban on permits for new wells, the imposition of a low ceiling 
on permissible water discharge and the obstruction of efforts to 
increase efficiency of surface water catchment. 

The impact of the ongoing lopsided exploitation of West Bank 
water resources is pervasive and far-reaching. The current restrictive 
policies have severely restrained further expansion of the area of land 
under irrigation, which is estimated at about 5 per cent of the total 
cultivated area, as against 45 per cent in Israel. The subsequent 
dominance of rain-fed patterns of farming has rendered agriculture 
not only an excessively hazardous profession, but also reduced 
profitability to a minimum. This has accentuated the decline in the 
economic role of agriculture, whether measured in terms of 
employment capacity or its contribution to Gross Domestic Product. 

A rather striking observation in this regard, however, is that Pales-
tinian growers seem to have adapted their production operations 
to a level where they do not need water resources in excess of those 
available. An important reason for this adjustment bears, of course, on 
the widespread use of intensive patterns of farming and water-saving 
irrigation techniques. But this trend has been greatly reinforced and 
aggravated by the apparent drop in area under irrigation, which is 
precipitated by chronically poor profit margins. Mounting surpluses 
of major crops have resulted in greatl y depressed sales prices. In these 
circumstances it could be assumed that non-availability of irrigation 
water is much less restrictive to growth of commercial patterns of 
farming than overriding economic constraints. 

v. EMPLOYMENT IN AGRICULTURE 

Employment in agriculture has declined steadily and substantially 
since June 1967. This has in fact become one of the most 
phenomenal transformations in the West Bank and Gaza following 
occupation. According to available data the number of workers 
employed in agriculture, whether hired or self-employed, has 
dropped from 49,000 in 1969 to 28,000 in 1985, a decline of42 per cent 
in the West Bank (39 per cent in Gaza). In relative terms, the size of 
the labour force employed in West Bank agriculture has dropped from 
45 per cent of totaIemployedlabourersin 1969 to 19 per cent in 1984 
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(Table 7.4). The drop in Gaza is similarly dramatic. 
The decline in employment in agriculture is familiar to most devel-

oping countries. It is precipitated by a variety of factors, most notably 
the wider use of labour-saving machinery and the increased labour 
absorptive capacity of non-farm sectors. But the situation in the West 
Bank and Gaza is noticeably different. The drain of labour from 
agriculture in the occupied territories is almost entirely due to a severe 
decline in the profitability of all major production sectors. Farmers are 
being compelled by marginal profits and occasional substantial losses 
to make the 'rational' choice to give up farming and look for an 
alternative source of income. This trend has been accelerated by the 
sharp rise in the standards and cost of living, both in urban and rural 
communities. 

The crux of the problem, in regard to profitability, stems from the 
fact that the price system for production inputs and farm produce has 
been radically restructured to the disadvantage of farmers. The costs 
of such major inputs as labour, animal-ploughing and irrigation 
water have risen by 5-18 times, whereas the price of major products 
(for example, olive oil and oranges) has risen by 2-3 times. Most of 
the imbalance in the market structure is caused by the unrestricted 
entry of subsidised Israeli farm produce to the occupied territories' 
market, as we shall discuss in a later section. 

The consequences of declining employment in agriculture are very 
grave. At a time when unemployment in the occupied territories 
is increasing rapidly, a growing number of farmers and farm workers 
are becoming blue collar workers, mostly in Israel. So instead of 
alleviating unemployment, transformations in agriculture are making 
the problem worse. 

A policy aimed at halting this drain and even at generating a net 
expansion in agricultural employment should be regarded as a major 
priority for Palestinian planners. 

VI. TRADE AND MARKETING 

The terms of trade, both in the domestic and export markets, have been 
radically restructured since occupation. Until June 1967 West Bank 
surpluses enjoyed unconditional access to East Bank markets. A 
substantial proportion of these products was conveniently exported 
to neighbouring Arab countries. The flow of farm goods from other 
countries into Jordan was selective and did not impede the expansion 
of sectors with a positive growth potential, such as citrus, vegetables, 
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poUltry and dairy cattle. 
Immediately after occupation local markets were 

unconditionally opened to Israeli production, and the flow of Arab 
goods into Israel was subject to restrictions. As a result of this colonial 
subjugation of their economies to thatofIsrael, the West Bank and Gaza 
have become the second most important single export market to Israel, 
after that of the United States. Israel's exports to the occupied 
territories (including East Jerusalem) amounted to US$ 800 million 
in 1983, equivalent to 20 per cent of all its non-military exports, 
including diamonds. Not surprisingly, therefore, Israel's policies 
in the occupied territories are designed to maintain and develop its 
lucrative advantage. 

The outcome of the restructured trade patterns can be clearly 
perceived from the figures showing the size and direction of the 
occupied territories' international trade. The West Bank and Gaza 
derive 90 per cent of their imports from Israel and send it 68 per cent 
of their exports. A commodity analysis indicates that 15 per cent of 
imports from Israel are agricultural goods. 

1. The dynamics or agricultural trade 

Alongside an alarming deficit in its industrial trade with Israel, the 
occupied territories suffer a substantial US$ 40 million deficit in 
agriCUltural trade. A large proportion of agricultural imports from 
Israel has displaced locally produced commodities. In dairy products, 
eggs, poultry, meat, beef and cereals, Israel's share of the local market 
ranges from 50 to 80 per cent. Israeli producers enjoy massive advan-
tages over their Palestinian counterparts ranging from economies of 
large-scale production to direct subsidies. This lopsided confronta-
tion has led to the collapse of some branches in the occupied 
territories, such as dairy farming, and the severe stunting of most 
others, such as poultry, citrus and vegetable production. This 
situation constitutes the most serious threat to the future of agriculture 
in the occupied territories. 

The size of trade with Jordan, as shown in Table 7.5, is much smaller 
than that with Israel (equivalent to about 10 per cent) and its direction 
is diametrically different, as the West Bank and Gaza enjoy a steady 
surplus of around US$ 86 million. A major reason for this favourable 
balance stems from the restrictions imposed by Israel on all imports 
from Jordan. Table 7.5 shows that the value of exports from the 
occupied territories to Jordan amounted, during 1981 to 1985, to an 

146 



AGRICULTURAL DEVELOPMENT - WEST BANK & GAZA 

Table 7.5: Exports from the occupied territories to Jordan: average for 
1981-5 

Type of Commodity US$ % of Total 

All Agricultural goods 63,227 64.2 
Olive oil 26,950 27.4 
Citrus 17,850 18.1 
Others 18,427 18.7 

All Industrial goods 35,173 35.8 
Samneh (ghee) 17,671 18.0 
Soap 3,542 3.6 
Stone and marble 10,629 10.8 
Others 3,331 3.4 

Sources: Central Bureau of Statistics, Statistical Abstract of Israel, 1985; Judea, 
Samaria and Gaza Area Statistics, 1985, vol.2, pp. 6-13. 

average of US$ 101 million per annum and that 64 per cent of all 
exports were of agricultural origin. 

The flow of West Bank and Gaza products into Jordan has been 
governed by policies laid down in Amman at senior levels of 
government and in co-ordination with the Arab League's Boycott 
Office. Through 1986 this policy was reflected in the following 
guidelines: 

(a) No produce is permitted from the Gaza Strip other than citrus 
and guavas. 
(b) Every effort is made to avoid permitting the entry of produce 
originating in Israel. This has been satisfactorily achieved through 
an elaborate set of measures. 
(c) West Bank farm produce is permitted at a maximum rate of 50 
per cent of estimated yields, assuming that a major proportion of 
production is disposed of in the domestic market. This assumption, 
however, disregards the obvious fact that Israel dumps its 
agricultural surpluses in the occupied territories, often at below 
market prices. 
(d) Productivity estimates are in effect made by officials in 
Amman, and mostly at rates of one-half to two-thirds of actual 
yields. So by permitting only a maximum of 50 per cent of 
estimated yield the actual proportion of output permitted entry is in 
fact much less. 
(e) The number of trucks which are licensed for operation between 
the West Bank and Jordan is limited to those which were in 
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operation prior to June 1967 (around 4(0). This has created 
serious problems for exporters at times of peak production. 

Despite their apparent rigidity, the regulations were enforced through 
the 1970s in such relaxed ways that they did not cause serious 
problems to Palestinian growers in the occupied territories. This 
policy has played a major role in initiating and sustaining a high rate 
of growth in certain patterns of intensive farming, and at the same time 
helped to meet soaring demand for fruit and vegetables in Jordan. 

The problems encountered in exporting agricultural produce 
started in 1979. The Iran-Iraq war resulted in the abrupt closure of the 
Iranian market to Palestinian citrus. Iran had been taking approxi-
mately half of all citrus exports. This was followed by a sudden decline 
in exports to Syria and Iraq, though each for different reasons. The 
situation was made desperately worse by Jordan's mounting problems 
of excess production, which prompted a shift to increasingly protec-
tionist policies. The tightening of entry regulations has substantially 
reduced the volume of farm produce exported to Jordan. It now rarely 
exceeds 30 per cent of output of a few products, mainly grapes, 
tomatoes, eggplants and melons. 

2. Comparative advantage in export markets 

The dilemma facing Palestinian growers in regard to the marketing of 
their produce raises serious problems and questions relative to the 
present and potential comparative advantage they enjoy in Arab 
markets. Until a few years ago local output of fruit and vegetables 
in those countries was much lower than domestic consumption, 
which gave ample opportunities for both Palestinian and non-Arab 
producers. Furthermore, productivity in the occupied territories, 
especially in intensive patterns of farming, was considerably higher 
than Jordan. 

Since the late 1970s, however, the situation has been transformed 
to the 'disadvantage' of producers in the occupied territories. This 
policy has ultimately undermined the comparative advantage of the 
occupied areas' products in their traditional export markets. Such 
developments included the following: 

(a) Local production of vegetables and fruit has risen sharply in 
most neighbouring Arab countries, especially in Jordan and Saudi 
Arabia, to the point where these countries experience little or no 
shortage of such major products as tomatoes, eggplants and 
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cucumbers. Recently there have been complaints about chronic 
surpluses and the need to curtail output in these countries. Table 7.6 
shows that the total output of major vegetable crops rose in Jordan by 
83 per cent from 1970 to 1982, and in 1982 was 2.6 times that of the 
West Bank: and twice the combined output of the West Bank and the 
Gaza Strip. 

Table 7.6: West Bank agricu~ural co-operatives by type and period of 
registration as of 31 December 1984 

Period of registration 

Type Before occupation After occupation Total 

Credit 141 1 142 
Livestock 7 14 21 
Olive presses 9 13 22 
Multi-purpose 11 11 
Marketing 11 29 40 

TOTAL 179 57 236 

Source: Department of Co-operatives and Labour. 

(b) Productivity of agriculture in neighbouring Arab countries, 
especially Jordan, has risen so markedly that it left no tangible 
advantage to growers in the occupied territories. Whatever 
productivity differential has remained is too insignificant to offset 
the differential cost of transport. 

(c) The high cost of inputs used in agriculture entails further 
disadvantages for growers in the occupied territories. In Israel and 
Jordan some major cost items are heavily subsidised. Irrigation 
water, for instance, is delivered to producers in the East Jordan Valley 
at JD 0.003 per cubic metre, and in Israel at a price of about JD 0.020 
per cubic metre. This is far lower than the ruling cost of around JD 
O.loopercubic metrein the West Bank. With a seasonal requirement 
of 600-1 ,000 cubic metres per dunum, the differential cost of irrigation 
is obviously very high. 

(d) The quality of certain major products, like grapes and citrus, has 
not kept pace with the pronounced rise in consciousness for quality 
in the rich consumer markets of Jordan and the Gulf states. This 
deficiency has given a marked advantage to exporters from other 
countries with superior quality products. 

These new problems do not lend themselves to easy short-term 
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solutions. Unless producers in the occupied territories take active 
steps to correct deficiencies relevant to all these constraints, their 
marketing problems are bound to get worse and the agricultural sector 
will undergo a sharp decline. But as is argued later in this paper, this 
predicament is avoidable. 

VIT. AGRICULTURAL FINANCE 

Sources of agricultural finance prior to occupation were gradually 
differentiated into anum ber of institutions, each with specific terms 
of reference. Medium- and long-term credit was handled by four 
regional branches of the Agricultural Credit Corporation (ACC) , and 
production loans for seasonal purposes were advanced by the Jordan 
Central Co-operative Union (JCCU) through its three West Bank 
branches. Other sources of credit in agriculture included marketing 
middlemen and dealers in farm supplies, who most often gave loans 
in kind, and mostly for seasonal purposes. Commercial banks were 
also an important source of credit for certain types of farming 
operations. Total indebtedness from all these sources amounted in 
May 1967 to approximately US$ 11 million, about half of which was 
advanced by ACC.6 

All lending institutions, official and commercial, were forced to 
close their branches in the occupied territories after June 1967. For 
about ten years after that Palestinian growers had no access to 
institutional sources of credit, other than the small-scale programme 
initiated by the military authorities in the early 1970s. Even that effort 
was short-lived and had minimal significance, because of its political 
nature. During that period, most capital outlay in agriculture had to be 
covered from farmers' savings, or through repayment facilities offered 
by suppliers of production requisites and marketing middlemen. Until 
the mid-1970s those sources met farmers' needs for short-term credit. 

The capital market, however, tightened considerably in the late 
1970s as Israel moved deeper into recession and inflation increased 
rapidly. Private lenders cut down drastically on their credit operations, 
for fear of possible losses as a result of the rapid devaluation of the 
Israeli currency. Because of reduced profitability and increased risk 
many farmers and entrepreneurs displayed a marked reticence to 
invest their own savings beyond imperative needs. 

The Likud bloc, which came to power in Israel in 1977, 
introduced a strongly monetarist domestic economic policy and a 
more overtly repressive stance towards Palestinians. Both 
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developments have seriously affected the capital market in the 
occupied territories. Sweeping restrictions were imposed on the flow 
of funds from outside sources, and as a result, the scarcity of finance 
has become one of the most important causes of the mpid decline in 
agriculture since 1977. 

It was against this background that two major developments took 
place. The frrst was the formation of the Jordanian-Palestinian Joint 
Committee, with the proclaimed aim of channelling funds to eligible 
borrowers in the occupied territories. The second was the increase 
in number and mushrooming of activity of externally funded private 
voluntary organisations (PVOs) which provided assistance (often 
financial) to local communities. 

1. The Joint Committee and agriculture 

The Joint Committee commenced activity in 1979 with the ambitious 
aim of supplying a substantial proportion of the funds required for the 
rejuvenation of economic and social life in the occupied territories. 
The decision by the 1978 Arab Summit in Baghdad to mise for this 
purpose US$ 150 million per annum was a promising start. But the 
record of the Committee for the past six years leaves much to be 
desired, as indicated in the following observations: 

(a) Out of a pledged funding of just over US$ 1 billion during the 
six years from 1979 to 1985, the Committee actually received a sum 
of just under US$ 400 million, about 38 per cent of that expected. 
(b) As of the end of 1984, the Committee had channelled to 
agriculture a total of about US$ 31 million, equivalent to 8 per cent 
of its portfolio.7 

(c) The policies and implementation procedures which were 
adopted by the Committee in connection with some of its 
assistance programmes inevitably led to a marked bias towards the 
wealthy and those with political influence. For many potential 
beneficiaries, especially those of limited means seeking smaller 
loans, the outlays associated with the obligatory travel to Amman 
and for administrative expenses constituted a built-in deterrent to 
the widespread use of the Committee's facilities.8 

These are among the reasons why the Joint Committee's role in 
agriculture was one of its most striking failures. 
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2. PVOS and agriculture 

The experience of PVOs in developing agriculture in the occupied 
territories has been notably heterogeneous. The total number ofPVOs 
operating in the occupied territories is over forty. Those with a 
significant interest in agriculture are the following: Mennonite 
Central Committee (MCC) , American Near East Refugees Aid 
(ANERA), Community Development Foundation (CDF), Catholic 
Relief Services (CRS) and the United Nations Development Pro
gramme (UNDP). All of these agencies are based in the West Bank: 
itself. But there are a few other non-governmental organisations, 
which are also involved to some extent in agricultural development, 
but which are based abroad, most notably the Welfare Association. 

Each of the above mentionedPVOs has its own objectives,sources 
of fmance and terms of operation. It will therefore be difficult and 
certainly inaccurate to give a generalised evaluation of their record. 
Yet it is still possible to identify certain features which have been 
common to most of them to varying degrees: 

(a) Notwithstanding their political affiliations and implicit 
objectives, PVOs operating in the occupied territories should be 
rightly credited for their endeavour and active interest in trying to arrest 
further deterioration in the social and economic base of the Palestinian 
society under Israeli occupation. Their efforts in trying to promote and 
initiate successful development projects commenced even before 
those of the Joint Committee. 

(b) The volume of aid advanced by all major PVOs to agricultural 
projects, until the end of 1983, averaged around US$ 0.9 million per 
annum, far less than needed to salvage an economic sector which had 
been denied credit since 1967. That was a major reason why the 
aggregate impact of PVOs' aid to agriculture has been very small, 
despite numerous localised successes. 

(c) The allocation of aid funds by most majorPVOs has been the 
subject of bitter controversy. Until 1983 there was excessive 
emphasis on such areas as health, social services and public works, with 
only marginal interest in projects bearing on the local economic base, 
especially in agriculture. A detailed study by Meron Benvenisti of 
three major PVOs assisted by the US Agency for International 
Development (AID) has shown that only one-third of the projects 
submitted, representing 45.8 per cent of the proposed funds, has been 
directed to economic development.9 

(d) The local staffs of most major PVOs are qualified to ascertain 
development priorities and define eligibility criteria. But for reasons 
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relating to the politics of funding sources and the military authorities, 
many PVOs have failed to establish direct working relations with 
needy farmers, and resorted instead to dealing with agricultural 
organisations. Most local experts believe that aid advanced by PVOs 
to these organisations is aimed ultimately at cultivating a 'moderate 
leadership' which they hope will compete with or possibly replace the 
Palestine Liberation Organisation (PLO). 

(e) The co-ordination between PVO managements and local experts 
is noticeably low key. Feasibility and progress appraisal studies of 
major projects are sometimes conducted without adequate sensitivity to 
the views oflocal experts. This is certainly an important cause of the 
appalling record of most major PVOs in agriculture. 

(f) The tendency for some PVOs to build up fairly large staffs 
deserves special notice. It is hoped that by so doing they can indeed 
expand their reach and improve the level of their services. Such 
policies, however, raise concern that they would inadvertently under-
mine the prospects of building indigenous development institutions. 

(g) The relations of PVOs with the Israeli authorities have borne 
heavily on all their activities, and for several years constituted their 
most serious constraint. All project proposals formulated by the US 
PVOs have to be submitted to the military occupation authorities for 
approval after they are completed. These authorities have a very 
different perception of priorities and eligibility criteria and have tried 
to reorient projects accordingly. After prolonged and often tedious 
deliberations many projects have been rejected, several others deferred 
for further study (possibly for several years), new projects imposed and 
some others approved as they were submitted. During the 1977 to 
1982 Likud rule, the record of project approvals was strikingly low, 
as evidenced by Benvenisti's study. Only 40 per cent of projects in 
agriculture and 33.3 per cent of projects in industry were approved, 
compared to an approval rate of 100 per cent for public work projects 
which relieved Israel of its undeniable obligations to the occupied 
territories. 10 

(h) Any realistic assessment of the consequences of the fmancial 
role played by the Joint Committee and PVOs cannot ignore the 
psychological and social implications ensuing from a policy aimed at 
giving hand-outs to individuals and institutions. While by so doing 
they have not succeeded in solving the chronic problem of credit 
scarcity, their practices may have in fact made that job even more 
difficult. Selective subsidisation of individual entrepreneurs and 
institutions has sometimes distorted market forces and perpetuated 
management inefficiencies. 
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VIII. AGRICULTURAL EDUCATION AND RESEARCH 

Immediately following occupation, the Department of Agriculture was 
placed under the direct jurisdiction of the military government. An 
Israeli officer at the Military Command was entrusted with the status 
of 'Ministerof Agriculture', presumably asdefmed inlordanian laws. 
Actual field work, however, was left to the Arab staff in the department 
through its six district offices. Each of these offices is staffed with 
between five and seven extension agents and an Israeli 'advisor' who 
acts as their liaison with the central office in the Civil Administration. 

Until the beginning of the 1970s, the Department of Agriculture 
in the Military Administration pursued an active role in modernising 
agriculture in the West Bank and Gaza Strip. They recruited a large 
number of staff, organised demonstration plots, advanced credit to 
certain types of farming and enforced a relatively loose marketing 
policy. Coupled with other favourable transformations, the policies of 
the department led to accelerated modernisation in production prac-
tices and high growth rates in certain patterns of farming. 

Official interest in the agricultural sector of the West Bank and Gaza 
proved to be short-lived. The policies of the frrst years of occupation 
were gradually phased out and superseded by others of a clearly 
restrictive nature. This change might have been initially motivated 
by Israel's own economic problems which emerged and started to 
snowball by the mid-1970s, thereby leading to a drastic curb in public 
expenditure. Furthermore, there was an increasing awareness among 
senior policy makers in Israel of the enormous economic gains which 
might accrue to Israeli producers if the local production base in the 
occupied territories could be circumscribed. 

But the most important factor which precipitated the shift in official 
policies relative to agriculture seems to have been a steady and 
substantial change in Israel's political ambitions for the occupied 
territories. From the mid-1970s it became clear that partial or total 
annexation of these territories had become the ultimate goal of both 
major political blocs in Israel. So instead of developing agriculture, 
Israel's interests were believed to be better served by facilitating a 
reduction in the area under acti ve cultivation and in the volume of water 
used in farming, as well as by curtailing all patterns of farming which 
entail visible and long-term attachment of farmers to arable land. 
Furthermore, a retarded agriculture would eventually facilitate the 
mobility of labour from rural communities to Israel or abroad, which 
has indeed become one of the most serious socio-economic 
consequences of occupation. 
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The practical manifestations of the reversals in agricultural policies 
have been numerous and drastic. The following is only a brief and 
partial list of the measures which were taken to serve the tacit goals 
described above: 

(a) The budget of the Department of Agriculture has been reduced 
markedly in real value over the past ten years. Table 7.7 shows that 
the development budget for agriculture (at fIxed prices) was slashed 
between 1968/9 and 1980/1 from IS 94 million to IS 11 million. There 
was a similar drop in the budget for research. On the other hand the 
regular budget which covers administration has been noticeably stable. 
Funds allocated for extension work and training in the 1981/2 budget 
amounted to 0.5 per cent of total expenditure. Salaries and administra-
tion consumed 95.6 per cent of the budget. 

Table 7.7: Military government budget for agriculture in the West Bank 
and Gaza for selected years: 1968/9-1980/1 
(millions of Israeli shekels at 1980/1 prices) 

Development Research Regular 
1968/9 94.5 23.0 
1971/2 49.1 1.166 23.0 
1974/5 28.0 0.585 20.6 
197819 16.0 0.318 20.6 
1980/1 11.0 0.075 23.1 

Source: Department of Finance, Bet EI, quoted in David Kahan, Agriculture and 
Water in the West Bank and Gaza 1977-83 (The West Bank Data Base Project, 

Jerusalem, 1984), p.55. 

(b) The department's work force has been reduced by half, from 450 
persons in 1976 to 229 in 1984.11 Obviously, such a massive cut has 
entailed a serious contraction in the services of the department. 

(c) The reduction in the number of workers has been effected 
arbitrarily, most commonly by closing whole departments (e.g. 
forestry and agricultural research) and by fIrings or forced 
resignations. This has intimidated remaining workers whose main 
concern now is to keep their jobs. 

(d) Education, demonstrations and other fIeld extension activities 
have been curtailed, so much so that extension agents are explicitly 
encouraged to spend most of their time in their offices. The annual plans 
laid down by senior officials instruct extension agents to minimise their 
activity in those sectors which are deemed undesirable by the senior 
Israeli offIcials, for either political or economic reasons. Areas of 
production where extension activities have been curtailed include 
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olives and grapes, because of their land-intensive nature, and poultry, 
because it competes with an Israeli speciality. 

(e) The massive decline in the services of the department is most 
visible in the area of agricultural research. The fairly developed 
research base built up before 1967 has been dismantled, presumably to 
increase Palestinian farmers' reliance on Israeli sources of technol-
ogy. The long-term consequences of this process for agricultural 
development in the occupied territories, especially in the fields which 
are not of interest to Israeli researchers (for example, farming on 
marginal land) can be serious indeed. 

(f) Agricultural education in government schools has almost totally 
collapsed. Until 1986, none of the local universities was permitted 
by the Israeli authorities to initiate an agricultural programme despite 
a remarkable expansion in all other fields of higher education. That 
has certainly been an important reason why graduates do not enter 
farming-related professions, and a reason for the perpetuation of a 
poorly educated farm labour force. 

IX. CO-OPERATIVE SOCIETIES 

Co-operatives in the West Bank date back to British Mandate days. The 
co-operative movement progressed rapidly under Jordan between 
1948 and 1967. In December 1966 there were 176 agricultural co-
operative societies with 9,000 members in the West BankP The 
majority (143) were merely small credit organisations with an 
insignificant scale of operation. The remaining 33 suffered complex 
organisational problems and had a marginal impact on the overall 
development of West Bank agriculture. The role of private frrms, such 
as dealers of farm supplies and marketing middlemen, was much more 
significant 

After occupation all three West Bank branches of the Jordan Co-
operative Organisation (JCO) were ordered to freeze operations by the 
Israeli military, though they remained officially in existence. Co-
operative societies were also advised to freeze their activities until 
further notice. It was clear that the Israeli authorities could not 
decide whether to activate co-operatives or liquidate them. 

But the situation has changed markedly since 1976. On the 
Jordanian and Palestinian sides, it became clear that because of 
prolonged occupation and consequent absence of a national 
authority, co-operative societies could play a major role as 
instruments or conduits of development This line of policy was 
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officially endorsed after the establishment of the Joint Committee 
which has since channelled most of its funding for agriculture through 
co-operatives. 

The Israeli authorities have had an ambivalent attitude towards 
the revival of the co-operatives. It was clear at one point that they 
hoped co-operatives might be lured into a political role which would 
undennine the PLO's mounting influence in the occupied territories. 
On the other hand the Civil Administration was apprehensive that 
co-operatives could become centres for organised political resistance 
or, alternatively, endanger Israeli economic interests. Thus, the 
Civil Administration has pennitted and sometimes even facilitated the 
reactivation of co-operatives, but insisted that all their activities 
are carefully vetted and approved by Israeli staff at Bet EI (headquar-
ters of the Civil Administration) in the West Bank. 

Several new agricultural co-operatives have been registered over 
the last decade and a few of the old ones revived. The total number of 
registered co-operatives by the end of 1984 was 236, of which 57 were 
registered after occupation (Table 7.8). 

Table 7.8: West Bank agricultural co-operatives by type and period of 
registration as of 31 December 1984 

Period of registration 

Type Before occupation After occupation Total 

Credit 141 1 142 
Livestock 7 14 21 
Olive presses 9 13 22 
Multi-purpose 11 11 
Marketing 11 29 40 

Total 179 57 236 

Source: Department of Co-operatives and Labour. 

The number of functioning agriculture co-operatives is approxi-
mately 30; about half of these are olive press associations. The back-
bone of the co-operative movement lies in what are officially 
described as regional marketing co-operatives, each serving one 
district or sub-district. There are eight such co-operatives, all of 
which have been generously assisted by JeO and ANERA over the 
past seven years. 

A critical evaluation of the record of agricultural co-operatives 
shows that so far they have succeeded in avoiding Israeli political 
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pressure. There is, on the other hand, clear evidence that many co-
operatives have been transformed into power bases serving the 
ambitions of local political leaders. In addition to violating basic 
co-operative ideology, thepoliticisation of co-operatives has greatly 
undermined their proclaimed economic objectives, especially in the 
areas of marketing and fmance. 

On the marketing side, which is supposedly their major area of 
operation, regional marketing co-operatives have been reduced to 
issuing the documents needed to channel produce to Jordan. They 
have done very little to open new markets, improve auxiliary 
marketing services or stabilise prices. Their role as a source of finance 
for member farmers has been limited to symbolic gestures. 

The largely marginal role of co-operatives in developing 
agriculture in the West Bank and Gaza has been the outcome of 
complex factors, and is not the sole responsibility of their 
management staff. The literature on group work in rural 
communities in most Middle East countries shows clearly that 
farmers feel much more comfortable with individualistic approaches 
to problem solving and meeting felt needs. In this context it is not 
surprising that the co-operati ves' record prior to occupation contained 
far more failures than successes. 

The onset of occupation, and the subsequent dual affiliation of the 
co-operative movement, has created additional problems and bottle-
necks which can be summarised as follows: 

(a) The very slow and noticeably selective registration of new co-
operatives. New applications for registration often remain at Bet El, 
presumably under consideration, for a very long time, sometimes up 
to several years. The political affiliations of applicants are carefully 
scrutinised before registration is approved. 

(b) Strict and selective controls of finance. Each new project needs 
approval from Bet El before grants or loans can be solicited. These 
approvals are selective and often take a long time. Even after they 
are given approval the actual disbursement of funds remains subject 
to last minute changes in attitude at Bet E1. 

(c) There is an inadequate service infrastructure. Auxiliary 
services such as education, training, research and auditing have all 
sharply deteriorated under occupation and the abnormal working 
relations between the JCO and West Bank co-operatives has 
exacerbated the deterioration of services supportive toco-operative 
development. 

(d) Because of fears that general assembly meetings of regional 
co-operatives may pave the way for the infiltration of 
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• collaborators , to boards of directors, these co-operatives have been 
advised by the JeO not to call such meetings and not to hold elections 
for management boards until occupation comes to an end. This 
measure has practically abolished the legal rights of members and 
given a free hand to ambitious local leaders to exercise uncontested 
authority. 

x. DEVELOPMENT POLICIES 

1. Objectives of an agricultural development strategy 

The development of agriculture in the occupied territories should be 
given a high priority for both economic and political reasons. The 
following objectives could form the skeleton of an agricultural policy: 

(a) Extensive expansion of land use, whether rain-fed or under 
irrigation. 

(b) Raising the labour-absorptive capacity of agriculture to its limit 
within given constraints. 

(c) Reducing dependence on Israel for food within a policy 
addressed to achieve greater food security for the West Bank and Gaza. 

(d) Vigorous expansion of orchards to serve as a visible attachment 
to the land, in addition to their distinct economic advantages. 

(e) Sustaining indigenous peasant forms of agriculture in areas 
where intensive patterns of farming are not feasible. 

2. Land 

(a) About two-thirds of West Bank land has such a low production 
potential that it often does not permit commercial patterns of farming. 
As the horizontal expansion of land cultivation is a major Palestinian 
priority the farming of marginal land should be conceived of as a 
national obligation, and not just that of landowners. 

(b) The implementation of an expansionist land use policy could be 
expedited by arranging land reclamation projects at subsidised rates 
whether relative to fees charged or terms of repayment. 

(c) Expanded cultivation of marginal land would be expedited by 
construction of new agricultural roads and rain water collection 
cisterns. 
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3. Water 

(a) The twin objectives for a national irrigation water policy are the 
application of available water resources over the widest possible area 
and the exploitation of a larger share of usable water reserves. 

(b) The frrst objective could be facilitated by a wider 
dissemination of modern irrigation techniques, thereby saving a 
substantial part of current water consumption. This step could be 
greatly accelerated by making credit available to eligible farmers. 

(c) Owners of artesian wells should be assisted in modernising 
their pumps and in renovating the wells. 

(d) Greater pressure should be exerted by high-level intermediaries 
for an equitable access of Palestinians to their water resources. This 
means, for instance, permitting the drilling of more wells, raising 
discharge quotas, and approval of viable surface water catchment 
projects. 

4. Marketing 

(a) Jordan should relax some of the restrictions on the flowoffarm 
produce across the bridges. Current policies not only conflict with 
the organic ties which bind the two territories with the East Bank, but 
also endanger the very basis of steadfastness which Jordan and the 
PLO are trying so hard to preserve. 

(b) It is clear that trade with other neighbouring Arab countries has 
been hampered by a number of political and economic barriers. The 
sanctions taken by the Arab League's Boycott Office have often 
backfired on the West Bank and Gaza, usually because of inaccurate 
information or the tacit national interests of member states. This 
situation is exacerbated by the absence of technical representatives 
from the occupied territories at meetings where their fundamental 
interests are being discussed. At a time when all Arab governments 
pledge unlimited support to the Palestinian cause, it is to be hoped that 
they would do something more tangible to facilitate the entry of some 
US$ 80-100 million worth of agricultural goods to their markets. 

(c) Exports to Europe have been largely restricted to small 
quantities of Gaza citrus. In view of a number of comparative 
advantages which are enjoyed by local producers, and in the light of 
Israel's own successful export initiatives, it is recommended that 
Palestinian producers try much harder to explore export potential in 
Europe. Recent decisions by the European Community in this connec-
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tion have been encouraging, but a more vigorous and institutionalised 
effort in the occupied territories is urgently needed. A Palestinian 
marketing fIrm should be established with the explicit objective of 
handling exports of farm produce to other countries. 

(d) While it is true that the potential for large-scale agro-
industries is currently limited, mainly because of competition with an 
extremely sophisticated Israeli food industry, it is certain that much 
could still be done in developing small-scale food industries which 
take advantage of cheap surpluses and abundant labour. The 
assistance which could be provided by an intermediate technology 
expert would be instrumental in realising this scheme. 

(e) It is clear that some diversifIcation in farming patterns is 
imperative. A vigorous effort should be made towards growing new 
products which are in strong demand at home and abroad (for 
example, avocadoes, persimmons, dates, strawberries). On the other 
hand, plantations of low productive potential should be uprooted or 
rejuvenated. 

(f) It may be too optimistic to assume that Israel is likely to 
reconsider its terms of trade with the occupied territories, as long as 
these territories are under its control. But Palestinian and Jordanian 
politicians should insist on a radical reconsideration of terms of 
trade with Israel at an early stage of any forthcoming political dialogue. 

S. Credit 

(a) The continued absence of an indigenous agricultural credit 
institution, to provide eligible borrowers with loans on professional 
terms, remains one of the most pressing priorities. In view of the 
relatively flexible policies of the present Israeli government on 
development issues, its approval of the proposed project is not 
unlikely. 

(b) Interest rates, security arrangements and repayment conditions 
will have to be on a par with the terms of agricultural credit in Jordan 
and Israel. 

(c) The need for credit in the present setting is imperative if 
production is to be made more efficient, costs are to be reduced and 
the cultivated area, both irrigated and rain-fed, to be expanded. 
Ultimately, this will also increase the labour absorptive capacity 
of the agricultural sector. 

(d) The Joint Committee is urged to reconsider its priorities. But 
while there is a lot it can and should do to rehabilitate agriculture, 

161 



TIlE PALESTINIAN ECONOMY 

the Joint Committee should not be considered a substitute for a 
specialised credit institution based inside the occupied territories. 

(e) Even if a credit institution is eventually established, PVOs can 
still render useful services to farmers in the occupied territories. It 
is gratifying to note some major PVOs have recently realigned their 
policies on more realistic grounds and in the light of intensive 
evaluation studies of previous achievements. It is hoped that PVOs will 
allocate more of their resources to development and employment-
generation projects which are of a public or infrastructural nature. 
In contrast, grants to entrepreneurial projects should be minimised. 
PVOs are also urged to establish better co-ordination among 
themselves and more effective communication with local experts. 

(f) Last, but most importantly, PVOs should be sufficiently 
sensitive to the volatile political environment in the area, and resist 
being used by funding sources in ways which could undennine the 
national aspirations of the Palestinian people. 

6. Education and Research 

(a) As it is inconceivable that the Department of Agriculture will be 
reactivated in the foreseeable future, a vigorous but low profIle effort 
should be made to build up small extension service units in collabo-
ration with regional marketing co-operatives. The implementation of 
this scheme, however, should be preceded by a detailed investigation 
of local needs. 

(b) The extension staff in the Department of Agriculture should be 
given training opportunities in selected areas, something which they 
have been denied for a long time. This programme could be 
effectively handled by either AMIDEAST or UNDPP 

(c) The technical staff at the department would be more useful to 
the farming community if special collaboration arrangements were 
made with regional co-operatives. It is possible that the Civil Admini-
stration will not object to this kind of co-operation. 

(d) Against a background of soaring unemployment among 
college graduates, the occupied territories need a carefully designed 
faculty of agriculture. The curricula should focus on qualifying 
graduates as farmers andagri-businessmen, andon initiating an active 
programme of adaptive research. Pressure would have to be exerted 
to secure Israeli pennission to implement this project. 

(e) The planning and implementation of development projects will 
be greatly expedited if an economic research centre is established. The 

162 



AGRICULTURAL DEVELOPMENT - WEST BANK & GAZA 

proposed centre would provide feasibility studies for new projects 
and conduct progress appraisals for ongoing development activities. 
Furthermore, it could be of great help in supervising implementation 
of projects, should that be requested. 

7. Co-operatives 

(a) In the absence of a sovereign Palestinian national authority in the 
West Bank and Gaza Strip, co-operative societies should be conceived 
of as an important option still available for the revival of the local 
productive base. As such, every effort should be made to help expand 
and upgrade the services they render to farmers in various sectors. 

(b) Because of numerous constraints it is not likel y that regional co-
operatives themselves will be able to provide real marketing or lending 
services to their members. Yet these co-operatives could act as 
catalytic intermediaries between their members and the specialised 
credit and marketing institutions proposed earlier. 

(c) By virtue of their district-based mandate, regional co-
operatives should undertake certain agricultural services of a collec-
tive nature, such as land reclamation and pest control campaigns. 
More importantly, these regional co-operatives could play a very 
helpful role in providing extension education to farmers and in 
lobbying for the interests of the farming community, both inside and 
outside the occupied territories. 

(d) In order to meet the apparent needs for educational and 
research activities, and in order to disseminate a stronger 
understanding of co-operative ideals, it is recommended that an 
educational centre be established specifically for such purposes. 

(e) The political context of co-operative work should be addressed 
at all levels. Elections should be held as stipulated in their by-laws 
and members thoroughly educated as to their rights. 

8. Employment 

(a) A halt in the further decline of agricultural employment and a 
subsequent expansion of the agricultural labour force could be 
achieved by the introduction of the above policies. 

(b) Making credit facilities available to university and community 
college graduates at reasonable terms would help attract them to 
farming as a profession. The success of such new farmers will depend 
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largely on the amount of training they receive and the level of extension 
services they are given. 

(c) The most important prerequisite for expanding employment in 
agriculture is efficient marketing. Producers should be reasonably 
assured that they will be able to dispose of their goods at reasonable 
profit margins. Development policies related to credit and marketing 
have been discussed earlier. 
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Industrial Development and Policies in 
the West Bank and Gaza 

Bakir Abu Kishk 

I. INTRODUCTION 

Industrialisation has been central in the planning and assessment of 
development of the developing countries despite the shift of emphasis 
during the second half of the 1960s towards the promotion of agricul-
ture. In the occupied territories, however, neither the agriCUltural nor 
industrial sectors are progressing significantly either in tenns of 
numbers employed or their contribution to Gross Domestic Product 
Generally speaking, development in the West Bank and Gaza Strip is 
restricted, as the occupying authorities move towards annexing the 
territories to Israel, de facto if not de jure. As a consequence, there 
can be no implementation of comprehensive development plans in 
which the growth of the industrial sector would be used to stimulate 
other sectors and promote stable development. One Israeli researcher 
has described the West Bank economy as 'non-industrialised'.lThis is 
a situation Israel inherited in 1967 and one it has basically maintained. 
While there has been growth in the economy overall, according to 
traditional indicators, industry has remained static. It has suffered 
with the downturns in the Israeli economy but not benefited when 
there has been improvement and expansion. 

Taking this into account, the analysis of industrial development 
under prolonged occupation will be presented in four sections. The 
first will discuss industrial development prior to 1967. The second 
section is devoted to the analysis of growth, or lack of it, under 
occupation, and the third will present an approach to industrial 
development through the development of agriculture based industry. 
Section four will summarise the main findings and make recommen-
dations. 
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ll. INDUSTRIAL DEVELOPMENT PRIOR TO 19672 

During the period 1948 to 1967 the West Bank and Gaza Strip were 
separately administered. The West Bank was under Jordanian 
authority and become part of the Hashemite kingdom in the early 
1950s, while the Gaza Strip was under Egyptian administration. One 
thing common to both was the absence of long-term planning for 
industrial development 

The Egyptian authorities administered the Gaza Strip on a 
temporary basis and did not consider long-term industrial 
development plans. The Jordanian Government included the West 
Bank in its economic planning but did not accord industrial develop-
ment a high priority nor did it allocate substantial official funds for it 
Growth did occur in the two territories between the 1948 and 1967 
wars, however, albeit in different ways. 

1. The West Bank 

The earliest statistical information available on West Bankindustry 
is for 1954 when there were 254 establishments each employing four 
or more people. The total number of workers employed in industry 
was 3,562. 

Most of the industrial units were little more than workshops 
producing handicrafts.3 From the mid-1950s there was rapid 
industrial expansion and the total number of establishments rose to 
3,716, with a total work force of more than 17,000 workers in 1965. In 
spite of this overall increase the overwhelming majority of the new 
units were still small-scale, employing less than four workers. The 
number of establishments with capital over JD lO,OOO and employing 
15 workers or more was very small; the most important are given in 
Table 8.1. The contribution of the manufacturing sector to GOP was 
estimated by Mazur to be 6.6 per cent or about a quarter of the 
contribution of the agricultural sector.4 

Growth of the industrial sector was slower in the West Bank than 
in the East Bank during the period 1948 to 1967. The East Bank had 
no industry in 1950 but by 1965 it had 48 per cent of total units in 
the Kingdom. These were also somewhat better capitalised and more 
productive than those in the West Bank. Despite having 52 per cent 
of all factories, the West Bank's contribution to Jordanian industrial 
output was 28 per cent in 1966.sThe average number of workers in 
factories employing more than 10 people was 19 for the West Bank, 

166 



INDUSTRIAL DEVELOPMENr AND POUCIES 

compared with 38 for similar units in the East Bank. Jordanian 
investment policy favoured the establishment of large-scale units in 
the East Bank. Only 15 per cent oftotal fixed investments was made 
in the West Bank. 

Table 8.1: Major industrial establishments in the West Bank before 
1967 (capital is in thousands of Jordanian dinars) 

Number of 
Name Area Capital Workers 

Nabatin Oil Industry Nablus 500 200 
Silvana (chocolates) Ramallah 100 100 
AI-Jabshih (chocolate and sweets) Beit Hanina 100 35 
Jerusalem Cigarette Company AI Azaria 200 100 
Agricultural Industry Hebron 80 20 
Jordan Plastic Company Beit Sahur 80 300 
AI-Sharq Plastic Company Jerusalem 45 62 
National Beds Factory Bethlehem 50 100 
AI-Taqadum (industrial scales) Hebron 10 15 
Rabah Furniture Company Ramallah 80 80 
Zinc Factory Company Nablus 40 

TOTAL" 1,245 1,052 

Note: a. KlL ratio for the above establishments = JD 1,183 per worker 
Source: Rose Mosleh, 'AI-sina'a fi ad-daffa al-gharbiyya 1967-1979' (Industry in 
the West Bank 1967-1979), Sh'un Filastiniyya, no. 99 (Palestine Liberation 
Organisation, Beirut, 1980), p. 4. 

The average investment per unit in the West Bank was less than JD 
8,OOOin 1965, compared with over JD49,000perunit in the East Bank. 
Industrial output per West Bank worker was JD 550.6 

2. Gaza Strip 

In contrast to the WestBank, the Gaza Strip was isolated. Cut off from 
its Palestinian hinterland after the 1948 war, it was separated from 
Egypt by the Sinai Peninsula. Development of the area was left to 
private investment, most of which, given the existence of water 
resources and the need for agricultural products, was concentrated 
in the agricultural sector. Industry remained a low priority and 
developed very slowly. The contribution of the sector to GDP was 
even less than that of the West Bank. It was estimated to be 3.3 per 
cent, or one-eighth of the contribution of the agricultural sector.7 

Gharaibeh gives a slightly higher figure. He estimated value added 
by industry in the Strip to be JD 0.4 million or 4.2 per cent of GDP. 
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It was the least important sector of the economy after transportation.8 

The number of people employed in industry in 1960 was 1,782 in 769 
concerns. Only JD 300,000 was invested in industry and oUlput per 
worker was JD 390. By 1967, the number of establishments had risen 
to 1,000. Table 8.2 lists those employing 10 or more workers.9 

Table 8.2: Industrial establishments in the Gaza Strip employing 10 or 
more workers: 1967 

Name of establishment Number of Workers 

Seven-Up and Happi soft drinks factory 112 
Samir furniture factory 36 
Ahmed Shurab Co., packing and exporting oranges 195· 
Shunti Brothers Co., plastics 25 
Amin Ahmed AI-Sharq, textiles 23 
Halwiat Haj Sehwale, sweets 16 
AI-Ishtirak ai-Arabi 12 
Aswan perfume factory 12 
Jamil Abu Ghalune Factory, bricks 14 
Jarallah al-Shik aI-Khazindar Factory, bricks 15 

TOTAL 460 

Note: a. The work is seasonal. 
Source: Field survey conducted by the author. 

m. INDUSTRIAL DEVELOPMENT UNDER OCCUPATION 

The 1967 war and the Israeli occupation brought severe economic 
disruption to the West Bank and Gaza Strip and fundamentally 
altered their established economic relationships with neighbouring 
economies. Initially there was some support for industry from the 
military authorities as the Israelis were concerned that unemployed 
workers from the occupied territories would flood their own labour 
market They soughtto stabilise the employment situation asquickly 
as possible. Investments continued for some years after 1967.10 Small 
loans were made to existing factories to expand and retool. This phase 
continued until the mid-1970s, but by 1980 the military government 
had reduced its development budget to zero. The operating budget 
of the military occupation's trade and industry department is now 
entirely spent policing regulations on weights and measures and the 
enforcement of military orders dealing with industry .ll 
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1. The West Bank 

The 1967 war was a shock to the economy of the West Bank in general 
and to the manufacturing sector in particular. Many industrial 
establishments were paralysed in the general economic and political 
confusion. Imported raw materials were not available in sufficient 
quantities and productive activity was reduced. One-third of industrial 

Table 8.3: Distribution of West Bank industries by standardised groups: 
1967 

Distribution of Establishments 
all establish- with 10 workers 
ments or more 

No. of No. of No.of No.of 
No. Major Group units workers units workers 

1 Stone cutting 110 1,725 85 1,562 
2 Food manufacturing 1,050 5,013 31 762 
3 Tobacco 3 229 3 229 
4 Manufacture of textiles 53 685 19 511 
5 Manufacture of clothing 421 1,465 5 62 
6 Manufacture of footwear 463 944 8 126 
7 Manufacture of wood 

excluding furniture 39 180 
8 Manufacture of furniture 

and fixtures 746 1,892 10 215 
9 Manufacture of paper and 

paper products 7 101 2 68 
10 Printing and publishing 38 472 18 370 
11 Manufacture of leather 35 73 
12 Manufacture of rubber 24 53 
13 Manufacture of industrial 

chemicals 42 852 19 748 
14 Manufacture of non-

metallic products 32 533 14 198 
15 Manufacture of metallic 

products 495 1,493 12 233 
16 Manufacture of machinery 

(excluding electrical) 16 16 
17 Manufacture of electrical 

machinery 93 133 
18 Manufacture of transport 

equipment 202 436 2 98 
19 Beverages industries 5 126 4 126 
20 Others 171 618 2 120 

TOTAL 4,030 17,039 235 5,444 

Source: Mosleh, 'Industry in the West Bank', pp. 9-11. 
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workers were made unemployed. In 1969, West Bank industries had 
recovered from the shock and the number employed compared to 
Jordan's projected figures for 1968. Thus 1969 may be a suitable base 
year for our analysis. 

Table 8.3 shows the distribution of industrial establishments by 
major group, total workers employed and the number of 
establishments of each major group that employed ten or more 
workers. The table shows that only 5.8 percent of the units employed 
ten or more persons, yet they accounted for 32 per cent of total 
employment in industry. There has been no progress in the industrial 
sector since then. In terms of the level of employment, industrial units 
continue to be small with the proportion employing more than ten 
workers declining. Table 8.4 shows that most factories, 94.8 per cent 
in 1979 increasing to 95.2 per cent in 1983, employed ten persons 
or less. The total number of establishments increased over the 1979-
83 period by 9.2 per cent, but this rise was almost entirely made up of 
small establishments. The number of workshops with three or less 
workers increased for the same period by 9.3 per cent which 
underlines the decline in medium-sized establishments. 

The large discrepancy in the basic data between the total number of 
establishments registered in Tables 8.3 and 8.4 is due to differences 
in coverage and in definition. The figures in Table 8.3 are drawn from 
both Israeli and Jordanian statistics and represent a comprehensive 
coverage of all establishments while those in Table 8.4 are from the 
Israeli Statistical Abstract. The latter probably represent incomplete 
coverage in general but also do not include East Jerusalem in the 
figures for the West Bank, while the data in Table 8.3 do. For 
example, A wartani, in his study of West Bank industry, registered 382 
firms in East Jerusalem and its environs.12 The UNIDO study by 
Sadler, Kazi and Jabr gives a figure of 92 establishments, employing 
584 workersY 

As can be seen from the tables there is a large discrepancy in all 
categories except rubber, plastics and chemical products, non-
metallic minerals and other mineral products. As Israeli statistics 
from 1977 have included in the industry section owner-operated 
workshops, it cannot be a discrepancy of size. Saket attributes the 
decline between 1969 and 1979 to the small workshops being driven 
out of manufacturing by Israeli imports. Given the high subsidies on 
basic foodstuffs in Israel in 1967 this could explain the decline in that 
sectOr.14 Frisch notes the ability of the Israeli textile industry to move 
its subcontracts into or outof the occupied territories; this may explain 
other differences.15 Israel also counts olive presses separately. 
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Table 8.5: Contribution of various sectors to the West Bank GOP: 1979, 
1981, 1983 (at factor cost in millions of Israeli shekels at current and 
constant 1976 prices) 

1979 1981 1983 

Sector Cur. Const. Cur. Const. Cur. Const. 
Prices Prices Prices Prices Prices Prices 

Agriculture, 
Forestry & 
Fishing 441.0 112.5 2,492.1 123.0 11,330.6 112.5 

Industry 91.0 25.0 501.6 24.8 2,908.2 28.9 

Construction 240.6 60.9 1,169.3 57.7 6,627.5 65.8 

Services 167.9 42.5 1,014.0 50.1 6,148.0 61.0 

Transport, 
Trade and 
Others 478.3 121.0 2,255.1 110.4 15,092.6 149.9 

GOP 1,418.8 362.0 7,432.1 366.0 42,106.9 418.1 

Memorandum 
Items % 

Share of the 
Industrial 

Sector 6.41 6.9 6.75 6.78 6.9 6.9 

Share of 
Agricultural 
Sector 31.08 31.07 33.53 33.61 26.91 26.91 

Source: Central Bureau of Statistics, Statistical Abstract of Israel, 1984, p. 175. 
Constant prices calculated using the Israeli Consumer Price Index, 1976 = 
100.The shares of the agricultural and industrial sectors in the GOP are 
calculated. 

It should be noted, however, that 1969 was a period of greater domestic 
industrial activity than the late 1970s and early 1980s when a large 
number of owner-managers of small establishments liquidated their 
businesses either because of Israeli competition or emigration in 
search of greater opportunities in the booming economies of the 
neighbouring Arab countries. 

Table 8.5 shows that industry's contribution to GDP did not 
increase between 1979 and 1983, continuing at the 1969 level of 
below 7 per cent. In terms of numbers employed, the industrial sector 
did not expand either. On the contrary, the proportion of the 
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Palestinian labour force working in industry declined between 1978 
and 1983 not only in the West Bank, but also for those commuting 
to work in Israel. Table 8.6 illustrates this trend. Only construction 
increased its work force, particularly for commuters to Israel. Since 
the 1984 economic crisis, construction has stagnated in Israel and 
created a serious unemployment problem for commuters from the 
occupied territories. 

2. Gaza Strip 

The unimportance of the manufacturing sector relative to 
agriculture in the Gaza Strip meant that the immediate impact of 
occupation on industry was not as strong as it was on agriculture nor 
as powerful as it was on industry in the West Bank. Infonnation 
on the distribution of establishments by major group is not available for 
the year 1969. The manufacturing sector employed 4,095 workers in 
that year. Table 8.7 shows the distribution of establishments by major 
groupover the period 1979 to 1983. Thetable shows that the change 
between 1982 and 1983 was not significant in tenns of total units, 
but there was a fall in the number of plants employing more than ten 
workers. About 38 per cent of all establishments are concentrated in 
textiles; these [urns subcontract work from Israeli companies and do 
not contribute significantly to the pennanent development of the area. 
In tenns of the contribution of the industrial sector to GDP, Table 8.8 
shows that its share declined from 11 per cent in 1979 to 9.9 per cent 
in 1983; in real tenns the contribution declined by 26 per cent. Only 
the services sector increased its contribution in real tenns during the 
period, when GDP declined by 10 per cent. 
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Table S.S": Contribution of various sectors to Gaza GOP: 1979, 1981, 
1983 (at factor cost in millions of Israeli shekels at current and constant 
1976 prices) 

1979 1981 1983 
Sector Current Constant Current Constant Current Constant 

Agriculture, 
Forestry & 
Fishing 150.0 40.2 689.9 34.5 2,696.4 25.0 
Industry 77.9 20.8 290.3 14.5 1,655.7 15.4 
Construction 160.3 43.0 791.4 39.6 3,973.4 36.8 
Services 105.1 43.0 726.6 36.3 4,161.8 38.6 
Transport, 
Trade and 
Others 152.6 40.8 872.1 43.6 4,296.6 39.6 

GOP 645.9 187.8 3,370.3 168.5 16,756.9 155.4 

Memorandum Items (%) 
Share of 
Industrial Sector 11.08 8.6 9.9 

Share of Agricultural 
Sector 21.4 20.5 16.1 

Note: a. Because of the exclusion of the Sinai Peninsula in 1982 and lack of 
information on that particular area, it is not possible to compare the same years 
as in Table 8.7. 
Source: Central Bureau of Statistics, The Administered Territories Statistical 
Quarterly, vol. 14, no. 1 (Central Bureau of Statistics, Jerusalem, 1984), p. 175. 
Constant prices calculated by the author. 

3. Obstacles in the way ofindustrial development under occupation 

During interviews conducted in 1981 with managers of 276 randomly 
selected ftrms, more than 86 per cent of respondents expressed their 
desire to expand. When asked to indicate the reasons which inhibited 
them from doing so other than political factors, more than 60 per cent 
identilled market size and competition with Israeli products. Others 
specilled shortages of capital and qualilled workers. 

These answers touched on three sensitive areas: trade, ftnance and 
training, which are discussed below. 

(i) Factors limiting industrial trade 

Since 1967, the external trade of the occupied territories has been 
strictly controlled through a range of measures adopted by the Israeli 
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military authorities. As in other areas of economic activity, a key 
instrument to achieve this has been the application of a series of 
military orders which restrict the movement of commodities to and 
from the occupied territories. These orders subject Palestinian 
exports and imports to complicated certification procedures, while 
also limiting the development of industry through specifying the 
types and quantities of raw materials that can enter the territories 
for use by the manufacturing industries.16 

Restrictions on Palestinian trade have an especially debilitating 
effect in view of the relatively small local market and the difficulties 
in competitively producing those capital goods required for develop-
ment of consumer goods in demand locally. An important structural 
determinant of the Palestinian economy's ability to develop trade 
is the physical barriers imposed by occupation separating the 
territories from their natural Arab hinterland. This has resulted in 
adding heavy costs to the trade process, in terms of time, transport and 
the cumbersome certification procedures. 

These problems are complicated by the free flow ofIsraeli exports 
to the West Bank and GazaStrip of ten in theform of'dumping'low-
priced agricultural commodities and poor quality, if not hazardous, 
industrial goods. Whereas the occupied territories cannot act to 
control or limit the unbridled entry of subsidised and protected Israeli 
agricultural and industrial goods, Israel strictly controls the import of 
Palestinian products. Virtually no Palestinian agricultural goods are 
exported to Israel, except for certain industrial commodities used in 
Israeli product processing (tomatoes and oranges). The most lucrati ve 
Palestinian cash crops are banned from entry to Israel. The export 
of Palestinian industrial goods to Israel is formally less restricted. 
However, as the major policy guideline in this area is 'protection of 
Israeli industries', the export of most Palestinian manufactures is 
thereby ruled out in effect. Only in the area of subcontracting 
is there a significant movement of Palestinian manufactured goods 
into Israel, though in this case the materials involved are initially 
imported from Israel and the only 'export' element is that of cheap 
Palestinian labour which goes into the assembly and finishing of 
Israeli goods. Recent Israeli military orders enforce complex 
labelling requirements on Palestinian products, adding further costs 
to an already overburdened manufacturing process. 

Another significant constraint on the development of Palestinian 
industrial exports is the effect of the Arab Boycott provisions which 
prohibit the entry into Arab countries of any Israeli goods orproducts 
containing Israeli raw materials or materials imported via Israel. 
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Except for some recent exemptions, industries established on the West 
Bank since 1967 and not licensed by Jordan have not been allowed to 
export at all to Jordan. This has meant that the production of major 
Palestinian exports, such as soap, must use raw materials imported 
via Jordan, usually at relatively high costs. Expansion and industrial 
diversification is similarly limited since new equipment must also be 
imported from Jordan, at a cost substantially higher than would be the 
case if capital goods could be imported through (or from) Israel. The 
import of such goods from Jordan is further discouraged as a result of 
restrictions placed by Israel at bridge crossings and the heavy customs 
duties applied by Israel on most industrial imports. 

The volume of trade from 1980-3 between Israel and the occupied 
territories is shown in Table 8.9. The occupied territories suffer 
from a chronic trade deficit which is growing annually and which 
stood at some US$ 400 million in 1983. The deficit is largest with 
Israel, which provides about 90 per cent of the total imports of the 
occupied territories, of which 87 per cent are industrial products. 
Industrial imports from Jordan are restricted because of the above-
mentioned Israeli regulations as well as the high costs associated with 
movements of goods from and via Jordan. The occupied territories' 
industrial exports account for over 75 per cent of total exports, and are 
mostly destined for Israel, indicating the increased domination by the 
Israeli market of the territories' export capacity. Though this is 
partially offset by industrial exports to and through Jordan, these have 
accounted for a decreasing share of total Palestinian exports. 
Meanwhile, some 15 per cent of Israeli exports are destined for the 
occupied territories, rendering the Palestinian economy the second 
largest single Israeli (non-military) export market after the United 
States. 

Restrictions on trade are further compounded by complex 
regulations affecting industrial licensing. To make sure military orders 
are followed rigidly, the military authorities issued order No. 184, 
dated 10 December 1967, to transfer the powers of the Jordanian 
government and local authorities to an authorised person appointed by 
the military governor. These orders have been used to discourage 
industrial development in the occupied territories and to restructure 
local industry according to the interests of the occupying power. 
Thus while small-scale textile and construction-related industries 
are allowed to operate in the occupied territories in accordance with 
the interests of Israeli subcontracting construction processes the 
establishment of industries which could compete with similar Israeli 
enterprises has been blocked. 
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Two examples show how projects have been denied pennits, 
either outright or by procedural tactics. In the first. the Israeli military 
authorities in the Gaza S trip refused for several years an application for 
a pennit to establish a citrus processing plant in Gaza City. A 
conditional pennit was finally issued in 1986, but by then the 
conditions in the citrus industry and the prospects for available 
finances had changed considerably and adversely for the project. In 
the second, the military governor of the West Bank refused to issue a 
global pennit allowing the cement industry to conduct soil surveys in 
the occupied territories to explore the extent of the availability of raw 
materials. The Arab Cement Company, instead of having a global 
pennit to conduct the survey, was forced to submit a request for each 
individual location and has had to wait several months before obtaining 
a pennit for any particular site. This had the effect of delaying 
the completion of the preliminary procedures for several years. In 
both cases, the justification provided by Israeli officials has been that 
cement and juice production capacity existed in Israel and there 'was 
no need for the creation of additional capacity in these fields' . 

Another factor which has constrained the growth of markets for 
Palestinian industrial products arises from the application by Jordan 
of Arab Boycott provisions with regard to licensing of industries 
established since 1967. Accordingly, until 1979, only pre-1967 
factories were allowed to exportto Jordan, along the above-mentioned 
guidelines of Arab certification of origin. In 1979, the Jordanian 
Government agreed to award licenses to a number of factories ( mostly 
larger soap, paper and vegetable oil industries) which had been 
established since occupation. This did not, however, provide a 
solution for the many smaller-scale industries whose future growth 
depends on expanding markets. 

(ii) Finance 

The economy of the occupied territories suffers from the absence of 
financial institutions on one hand and from the tight monetary policy 
administered by the Israeli authorities on the other. In 1967 all Arab 
banks operating in the West Bank and Gaza Strip were closed by Israeli 
military orders and their assets and liabilities were frozen or im
pounded by Israeli authorities. Subsequently, Israeli banks were 
allowed to open branches in the occupied territories, but their 
activities have been limited to daily and short-tenn transactions. The 
amount of credit extended to investors to encourage industrial 
development has been insignificant. Investors have been forced to 
look for private. and therefore more expensive, sources of finance. 
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These have been supplemented by external aid, from Jordanian, Arab 
or international sources. 

Though foreign sources of finance have helped to alleviate the 
general lack of credit facilities, these cannot be expected to substitute 
for domestic resource mobilisation. This raises special problems 
in the context of the occupied territories in light of the restrictions 
placed by the Israeli authorities on capital inflows into the territories, 
the increasingly tight controls placed on foreign exchange dealings, 
and the complex provisions which govern loan procedures with 
Jordanian and Arab banks. There are no sources of credit available 
from Israeli government agencies, and branches ofIsraeli banks have 
also refrained from financing industrial or other productive endeav-
ours. The main function of Israeli bank branches has been to syphon 
resources out of the occupied territories by maintaining large balances 
in banks in Israel. 

Specialised credit institutions in Jordan, such as the Amman-
based Industrial Development Bank, have acted cautiously with regard 
to extending credit to the occupied territories' borrowers. This is 
mainly due to the difficulty of appraising, monitoring and recovering 
loans. The Industrial Bank and other specialised credit institutions 
have, however, lent money for West Bank projects using funds placed 
with it by the Jordanian authorities or the Jordanian-Palestinian Joint 
Committee. Credit available from those institutions has been at low 
interest rates and flexible repayment terms, usually subject to Jorda-
nian government guarantees, though the actual magnitudes have been 
generally small. Most Jordanian commercial banks do not provide 
credit to Palestinian businesses in the occupied territories unless the 
borrowers can provide collateral outside the territories. 

Meanwhile, the efforts of local institutions have been directed 
to filling the resource gap, though with only limited impact. Small 
private credit and insurance companies have been established, while 
some co-operative societies, mainly engaged in agriculture, have 
attempted to provide credit, especially in rural areas. Other informal 
facilities, provided by private and individual sources such as 
moneychangers, money lenders and commercial agents, have 
concentrated on providing short-term, personal credit in addition to 
exchanging Jordanian and Israeli currencies. These activities have 
rarely spread to risky productive areas and remain primarily a channel 
of intermediation between local savings and commercial banks 
outside the occupied territories. In general, the cost of credit 
available from informal sources is high, both in terms of interest rates 
and guarantee conditions. While some informal sources of credit have 
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been directed to the productive sectors, this has mainly been in 
agriculture, andin the form of short-term seasonal loans for purchase 
of inputs and payment of wages. The small-scale industrial sector 
has not benefited from similar arrangements. 

(iii) Training 

Vocational or on-the-job training opportunities are very limited. The 
lower productivity and poorer quality of products in the manufac-
turing sector -of the occupied territories is partly attributable to the 
lower training and educational levels of the work force. In the 
responses to the questionnaires completed by managers and owners of 
firms cited above, it was found that about 34 per cent of the work force 
was considered skilled.17 However, given that 69 per cent of all 
workers had less than nine years of schooling the degree to which this 
could be considered accurate was questionable. It was clear that there 
is a need for higher quality training programmes designed to attract 
more highly qualified students. Most vocational and technical training 
institutions and programmes are run by private voluntary organisations 
or by the UN. Most of them operate under severe financial handicaps 
and suffer from restrictions on expansion imposed by the Israeli 
authorities. 

IV. INDUSTRIAL DEVELOPMENT THROUGH THE DEVELOP-
MENT OF AGRO-INDUSTRYl' 

The contributions of agriculture based industry to rural develop-
ment are manifold. Agro-industries can increase rural production 
and productivity through, for instance, the manufacture and supply of 
productivity-raising inputs. The processing of agricultural outputs 
such as tomatoes, vegetables, citrus and other fruits also has a major 
impact on the rural economy. Rural industrialisation, by increasing 
economic activity, can also make a significant social contribution to the 
human resource base. Wider opportunities for entrepreneurial initia-
tive, greater knowledge and awareness, upgraded skills, and addi-
tional means of realising increased expectations follow the expansion 
of the rural economy. Rural industrialisation development can bridge 
the gap between rural and urban communities and reduce the negative 
aspects of urban industrialisation which have contributed to highly 
unbalanced urbanisation. 

In most developing countries, the population and non-
agricultural sectors are not dispersed among cities of varying size, as 
in the developed countries, but are concentrated in a few large centres, 
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often only the capital. This situation creates a self-propelled process 
of concentration of population and industries. New industries find 
the advantages of infrastructure, markets, and labour supply in the 
existing cities. Labour migrates from the countryside to these cities in 
the expectation of fmding employment, higher wages and better living 
conditions. The results are often the opposite. 

Fortunately, cities in the occupied territories vary in size and are 
located at convenient distances from each other. Industrial zones 
between these cities would attract the labour force from nearby rural 
communities and at the same time be close to the markets of the major 
cities. Such development would have several benefits for the occupied 
territories. It would reduce the pressure on the cities to provide services 
to the newcomers from the rural communities and encourage people 
to stay in their villages and improve the infrastructure and services 
for the whole community. Rural industrialisation which comple-
ments the agricultural sector would prevent the formation of dual 
structures in the economy and create a balance between rural and 
urban communities. 

A strategy of rural development must aim to increase the 
efficiency of existing industries and introduce new opportunities and 
instruments of development Increased productivity is one necessity. 
It could be achieved by eliminating less productive tasks, increasing 
specialisation and better utilisation of raw materials. A more diversi-
fied rural sector, involving greater dispersion of economic activity 
and the expansion of non-farm activities, must be a primary goal. The 
major obstacle to such a development would be Israel's response to the 
resulting reduction in its exports to the occupied territories and the 
fall in availability of cheap, commuter labour. 

V. SUMMARY AND POLICY RECOMMENDATIONS 

1. Summary 

Industry in the WestBank andGaza Strip consists of primarily small-
scale enterprises. More then 90 per cent of existing establishments 
employ less than ten workers. Comparison between industrial statis-
tics for 1969 and 1983 shows no significant changes in the types of 
product made, total number and size of establishments, contribution 
to the GDP or employment level. The main reason for this stagnation 
is the occupation, which through its policies on production, investment 
and trade, and through the limitations it has imposed on financial 
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intermediaries for development, has made it profoundly difficult 
for local manufacturers to maintain current levels of production in the 
face of Israeli competition, much less to initiate new industries and 
expand markets. 

If industrial development in the occupied areas is to contend with 
existing military regulations and other controls imposed by the 
occupation authorities the prospects are not promising and the oppor-
tunities remain limited. 

2. Policy recommendations 

Formulation of policies and programmes for industrial development 
must be done with reference to the very special conditions imposed by 
a prolonged occupation. In the absence of Palestinian national 
sovereignty in the occupied territories, the development process has 
to involve much greater popular participation to be effective. Rural 
industrial development programmes should be integrated horizon-
tally with agricultural and social development programmes and 
vertically with urban/industrial development programmes. 

The starting point for industrial development has to be at the level 
of existing knowledge and understanding of industrial organisation 
and technology. Priorities need to be established on the basis of 
resource endowment, availability of raw materials, current and 
potential skills and the identification of market opportunities. Such 
priorities can only be properly established in the context of a full 
understanding of the local market and the nature of existing demand. 
Both forward and backward linkages within the economy will help 
to identify the main areas for specialisation. 

The range of product possibilities for rural industrialisation pro-
grammes may be summarised as follows: 

(i) Production of agricultural inputs 
Feeds: Poultry farmers use pre-mixed feeds on their farms. Today 
there are ten establishments in the occupied territories, one of them in 
the Gaza Strip, producing food-stuffs for poultry. The capacity of 
these establishments is about 2,500 tons per month, which is one-third 
of the local market demand. 
Hatcheries: In spite of the relatively sizable broiler chicken and egg 
production in the territories, there is no local hatchery to supply chicks. 
Hatcheries which operated prior to 1967 have gone out of business and 
all chicks are imported from Israel. 
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Other agricultural inputs: Total imports of the occupied territories 
of agricultural inputs were estimated at about US$ 250 million in 
1983.19 Import substitution should be investigated particularly for 
mixed fertilisers and plastic products for growing vegetables under 
cover. 

(ii) Processing of agricultural produce 
There are a number of options in this sector including the production 
of fruit and vegetable juices, milk and milk by-products from fresh or 
dry milk and the expansion of vegetable processing beyond olives. 

(iii) Production of building materials 
This includes, in addition to the existing quarries, stone-cutting and 
concrete block production, the production of metal door and window 
frames and processing of timber for construction.20 Feasibility 
studies need to be undertaken to assess the viability of this and other 
possibilities. 

(iv) Traditional handicrafts 
In addition to the local traditional dresses and handmade straw items, 
there is the handicrafts and souvenir industry. This trade is well 
established especially in Hebron and Bethlehem but depends heavily 
on imported raw or half-processed materials. The value of imported 
clay and other inputs would justify the establishment of a factory in the 
occupied territories, provided that the producers of these items could 
organise themselves co-operatively. 

(v) Planning recommendations 
(a) Agriculture based industry should be moved away from large 

cities to rural areas. Because of differences in local factor endowment 
an even pattern of development between rural and urban areas or 
between rural areas might not be feasible. Fortunately, in the case of 
the occupied territories, where the total area is relatively small, the 
distances between the major cities are not a limiting factor. It is 
possible to think of establishing an industrial zone or zones between 
the major cities that would serve the rural areas in the vicinity and yet 
benefit from the nearby urban centres. 

(b) Greater emphasis should be placed on the promotion of small and 
medium-sized firms to create jobs and to further regional dispersal. 

(c) Technology that is appropriate for the prevailing conditions in 
the occupied territories should be selected. 

(d) Research needs to be undertaken on the improvement of the 
quality of products, commercial distribution inside and outside the 
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occupied territories and industrial management. 
(e) Feasibility studies should be conducted in existing establish-

ments to discover whether or not they can be expanded and to what 
extent this is possible. 

(f) Studies should be undertaken to delineate industrial zones and to 
determine the type of industries appropriate to each zone before 
investment is made in infrastructure. 

(g) The shift from traditional labour intensive to modem capital 
intensive industries and technology reduces the capacity of the 
industrial sector to absorb the surplus labour. Labour intensive 
industries should be favoured wherever possible. 

It is obvious that the list is long and some of the suggestions may not 
be permitted by the Israeli authorities. It should be noted, however, 
that thus far, the Israeli authorities have not generally opposed the 
expansion of the existing establishments. Expansion could take place, 
therefore, on the basis of the current industrial stock. Table 8.10 shows 
the geographical distribution of all units, and of those the ones 
employing more than ten workers, in the various major industrial 
groups. The table shows that there are 160 larger firms in the West 
Bank and about 40 in the Gaza Strip. These 200 firms should be used 
as a starting point for an industrial expansion programme in areas 
where the occupied territories have shown a clear comparative 
advantage. 

This approach is possible under present conditions because these 
firms are already in the market and the production technology is known 
to the management. There is a strong potential for improvement in 
most of these industries. 
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Money and Finance with Undeveloped 
Banking in the Occupied Territories 

Laurence Harris 

When the West Bank and Gaza were occupied by Israel in 1967 one of 
the fIrst actions of the new administration was to demolish the existing 
Arab fInancial and monetary institutions. In the West Bank, for 
example, the earliest military orders closed the 31 branches of 
Amman-based and other banks, imposed the authority of the Bank of 
Israel over all banking matters, made the Israeli pound (later the shekel 
and then the new shekel) legal tender (jointly with the Jordanian dinar) 
and imposed Israeli foreign exchange controls.l These actions to 
repress Arab financial institutions and to exercise Israeli authority in 
areas formerly controlled by the Central Bank of Jordan have had 
profound effects on subsequent financial and monetary conditions in 
the occupied territories and, through them, on their 'real economy' (in 
the sense of real saving, investment in physical capital and growth).2 
There is, however, little systematic knowledge of what those effects 
on the monetary and financial system have been. In this paper I 
consider some aspects of them. In section I, I describe the monetary 
and financial system that does exist; in section II, I outline an existing 
theoretical framework for analysing 'fInancial repression'; in 
section III, I relate the occupied territories' experience to that theoreti-
cal framework and examine the problem of money and fInance in the 
West Bank and the Gaza Strip. 

I. THE OPERATIONS AND INSTITUTIONS OF THE FINANCIAL 
SYSTEM 

The occupied territories' financial system is built around a number of 
distinct institutions and agents: 
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(a) The Arab money changers have akey role for the whole system. 
Their operations, which are largely illegal under occupation law 
but not generally repressed, are relevant for the internal 
transactions of the economies but are most significant in the 
relations between the occupied territories and other economies; 
(b) Branches of Israeli banks which are (almost) the only legal 
banks in the occupied territories; 
(c) Permitted Arab financial institutions of which the most 
significant is the Bank of Palestine (in Gaza); 
(d) Merchants and landowners who provide agricultural credit on an 
unofficial basis; 
(e) Finance emanating from Amman. 

Although these institutions have distinct characteristics they are 
partially linked in an interdependent financial network. This chapter 
describes and analyses each in turn.3 In this analysis, a distinction is 
made between monetary activities and financial intermediation. The 
former involves dealing in money - foreign exchange dealing, transfer 
of funds, clearing of cheques etc. - whereas the latter refers to 
borrowing and lending. The two may overlap in practice but remain 
distinct in principle. In this chapter the institutions concerned with 
giving grants are not described except to the extent that grant finance 
overlaps with credit and financial intermediation. 

1. Money changers 

Money changers operate in every town in the occupied territories with, 
in most cases, a shop front, kiosk or counter which carries out the most 
obvious part of their work, the exchanging of one currency for 
another. All engage in foreign exchange dealing at this level, but the 
most important fact is that many have also developed a wide range of 
banking functions. They operate as banks (or constrained embryo 
banks) by taking deposits, transferring funds, clearing bills and 
cheques and giving loans. 

There are, however, different types of money changers. They differ 
as to whether they are located in the West Bank, Jerusalem or the Gaza 
Strip, whether they were established before 1967 or subsequently and 
whether they concentrate wholly on financial transactions or combine 
these with commodity dealing. Those which have in effect developed 
into banks are the largest; they were established before 1967, are based 
in the West Bank or Jerusalem, and generally hold only financial assets 
rather than non-monetary commodities. To analyse their significance 
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I examine each aspect of their business in tum.4 

(i) Currency exchange 

Exchanging one currency for another is the foundation of the money 
changers' business. It has flourished particularly because they disre-
gard all exchange controls and are therefore able to deal in foreign 
exchange with Israeli citizens, residents of the occupied territories and 
others, all of whom have been formally constrained by Israeli or 
Jordanian exchange regulations to varying degrees at different times 
since 1967. A second reason for the money changers' strength as 
foreign exchange dealers is that the high rates of inflation in Israel 
during the early 1980s gave rise to a situation where the shekel price 
of the US dollar in the money changers' free market generally 
diverged significantly from the official rate and thereby attracted 
much foreign exchange business to them. 

As far as pure currency exchange is concerned, money changers 
deal principally in cash with some business, especially in tourist areas, 
in travellers' cheques. But because this business is linked with their 
wider banking role, currency exchange also involves receiving and 
disbursing debits (cheques and drafts) on the bank accounts of 
customers and money changers in Amman. 

The most substantial part of currency exchange is illegal in terms 
of the occupying authorities' law. Authorised money changers in the 
West Bank are permitted to buy and sell the two currencies which are 
legal tender there, the Israeli shekel and the Jordanian dinar, but 
transactions in US dollars, which are a major element, are illegal as are 
transactions in other currencies. In Gaza, even the exchange of shekels 
for dinars is illegal for the money changers. In East Jerusalem, where 
Israeli foreign exchange regulations are considered to apply to the 
annexed city, unlike the West Bank and Gaza, there is nevertheless a 
position more like the West Bank regarding the ability to deal in 
Jordanian dinars because of a commitment at annexation to permit the 
continuation of pre-1967 activities. 

In fact, however, the illegal currency dealing of the money changers 
is not normally prevented by the occupying authorities. But they do 
use the position of tolerated illegality to take action against money 
changers either on an arbitrary basis or in connection with Israel's 
macroeconomic policy. Examples of the former in recent years 
include the temporary arrest in Nablus of the West Bank's largest 
money changer and the confiscation of US dollars from time to time 
(one such incident is said to have occurred in Jerusalem in the summer 
of 1985). An example of the latter was the temporary closure of the 
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open transactions in dollars of Jerusalem money changers when 
Israel tightened its monetary policy and foreign exchange 
restrictions (although examples exist of transactions continuing 
through clandestine arrangements at that time). 

Money changers detennine their own exchange rates taking into 
account local market conditions and current and expected conditions in 
the foreign exchange markets of Europe and elsewhere. The current 
exchange rates on the world's foreign exchange markets provide the 
benchmark for the money changers' daily rates but they diverge from 
them in response to two other forces: expected changes in the world 
market rates and the current balance of demand and supply for 
individual currencies in the local market. The system by which large 
money changers set prices in line with these three forces is as follows: 
the day's exchange rate for spot transactions on international foreign 
exchange markets is obtained. Because, under occupation, it is 
impossible for money changers (in the West Bank at least) to obtain 
telex facilities or high technology links to market infonnation services, 
they obtain the market rate from other sources, in particular the world 
radio services such as the BBC. The rates at which they buy and sell are 
then set at a premium (or discount) in relation to the international 
market's rates to anticipate expected changes in the latter over the next 
one or two days, this being the length of time it usually takes the large 
money changer to transfer surplus funds to (or deficits from) the 
international centres. Finally the premium (or discount) is adjusted 
in response to any large imbalances in the local demand and supply 
for currencies at those international rates. A common method by 
which money changers take expectations and local conditions into 
account is to adjust their prices in the same direction as international 
market prices with a lag after a change in the latter. 

In setting exchange rates the large money changers detennine their 
own spreads as well as premiums; the relation between their spreads 
and international markets' spreads is detennined by similar factors to 
the above.45 Exchange rates for particular currencies, for example, 
between the Israeli shekel and the Jordanian dinar, are detennined as 
cross rates in relation to their individual exchange rates vis-a-vis the 
US dollar. All exchange transactions are conducted without documen-
tation or record keeping and, in contrast with foreign exchange 
purchases made by Israeli bank customers, without taxation. 

Exchange rates are determined in this way by a small number of 
large money changers. It appears that smaller money changers follow 
their rates. 
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(ii) Money transfers 

The transfer of funds among the occupied territories, Amman, and 
foreign countries is integrally linked with the money changers' 
currency exchange and has been so since before the Israeli occupation. 

The largest money changers have branches in the occupied 
territories, Amman and the Gulf. (Money changers permitted by the 
Jordanian authorities to operate in Amman are in two categories: those 
which are permitted to have foreign bank accounts and those which, 
without such permission, can only deal in bank-notes.)6 In addition, 
they have a network of correspondents and agents which extends at 
least to the international financial centres in Europe and the USA. 
These branches, correspondents and agents are the channel for the 
money changers' money transfers. The transfers they make between 
centres outside the occupied territories (from the Gulf to Amman, or 
from Amman to Europe for example) are carried out through normal 
banking mechanisms, debiting and crediting the money changers' 
accounts with banks there. But net transfers between Amman and the 
occupied territories take place by carrying or smuggling cash over the 
bridges, the crossing points into and out ofthe occupied territories. In 
general, there is a net flow into the occupied territories from Amman 
because the occupied territories have a balance of trade surplus with the 
East Bank. It is estimated that US$ 170 million crossed the bridges into 
the West Bank in the five months from March 1985. 

Carrying or smuggling cash between the occupied territories and 
Amman is the only way in which the money changers can carry out net 
transfers between those places, for occupation itself has broken the 
formal channels. Since 1967 it has closed all the branches of 
Jordanian (and other Arab) banks formerly operating in the occupied 
territories, there are no relations between Jordan and the Israeli banks 
in the occupied territories and Israeli foreign exchange controls and 
controls on the amounts of cash that can be carried across the bridges 
(controls that are relaxed and tightened at different times) give 
currency smuggling its role as the main means of transferring net 
balances between Amman and the occupied territories. 

Only net balances give rise to cash movements between Amman 
and the occupied territories; money changers in the occupied 
territories receive both debits and credits on Amman and only have to 
move cash to the extent that these are unbalanced. Thus, for example, 
a person in the West Bank wanting to transfer money from Amman will 
obtain the cash from a money changer in return for a cheque on his 
or her bank account in Amman. If another person deposits an 
equivalent amount of cash with the money changer for transfer to his 
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or her account in Amman no cash need cross the border. In that 
example the transactions may be closed by the money changer paying 
the fIrst person's cheque into his account in Amman and (by unwritten 
agreement with the second person) instructing his Amman branch to 
pay a cheque from his Amman account to the second person's Amman 
account. Alternatively, the money changer may simply give the second 
person the fIrst person's cheque (originally drawn in favour of the 
money changer). In that case, if the standing of the person who drew 
the cheque is high enough, the cheque is sometimes passed on again 
in settlement of another transaction and, to a certain extent, therefore 
circulates as money. 

Transfers between the occupied territories and Amman are an 
important feature of the occupied territories' monetary system since 
Amman is in effect the local banking centre for the occupied 
territories.7 But to a large extent the transfers effected by the money 
changers are over a much wider area and Amman is a staging post. 
Much money transfer business emanates from inflows from the Gulf 
and elsewhere to Amman, or to the occupied territories via Amman, 
as Palestinian workers employed in the Gulf and elsewhere send their 
earnings as remittances to their accounts in Amman or to their homes. 
Similarly, money changers handle the signifIcant outflow offunds 
from families in the occupied territories to children studying abroad 
and also carry out many of the transfers that arise from the occupied 
territories' imports and exports. 

The money changers' role in transferring funds depends on the 
existence of a high degree of trust and confIdence. Agreements are oral 
and undocumented and, in any case, would notbe legally enforceable; 
an individual who gives the money changer cash for transfer to his 
or her bank account or to a third party can only do so on the basis of 
trust; and equally the money changer accepts cheques in settlement 
on the basis of trust. This requirement limits the money changers' 
ability to expand or match the breadth that banks have in economies 
with similar levels of development but different political frameworks. 

(iii) Deposits and loans 

The money changers' money transfer activities give rise to fInancial 
intermediation which, although limited and partial, is similar to the 
financial intermediation banks carry out. That is, the large money 
changers take deposits (borrow) and lend. 

In its most basic form, the use of borrowed funds is acquired by 
money changers simply as a result of the time lag necessarily involved 
in transferring funds from one centre to another. Thus, when a person 
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in the West Bank pays cash to a money changer for transfer to his or 
her bank account in Amman, the money changer has the use of that 
money, interest free, for the time that it takes for instructions to be 
given to the money changer's Amman office and the payment made 
from that office's bank account into the person's bank account. 

But money changers also attract deposits more actively, paying 
interest on deposits in Jordanian dinars and foreign currencies with 
them (although some depositors place funds with money changers 
without requiring interest). In the third quarter of 1985 the interest 
paid on short-term Jordanian dinars was between 15 and 18 percent per 
annum at a time when Amman banks were paying 8.5 per cent per 
annum. For short-term deposits in foreign currencies large money 
changers pay interest rates above the short-term interest rates on 
credits in those currencies on international markets; in the third quarter 
of 1985 they paid 2 or 3 per cent per annum more than the international 
rates. 

These high deposit rates are determined by competition for funds 
between different money changers and banks. They would not be 
sustainable if the borrowed funds were used for lending in the 
organised international markets. In fact, however, they are used for 
two forms of more profitable business: providing funds for the activity 
of money changing and money transfer and lending within the 
occupied territories. Money changing and money transfer yields profits 
in the form of commission (which is between 1 and 1.5 per cent on 
large transactions in notes) and spreads. Lending yields profits in the 
form of interest. 

Money changers lend short-term at rates of up to 3 percent per month 
for merchants and small businesses.8 The loan arrangements vary but 
none is based on formal documentation. One type of arrangement 
is for a money changer to lend money to a merchant secured only by 
a post-dated cheque on Amman (dated 30 days later, for example) but 
that small degree of documentation is the maximum. Money changers' 
lending is mainly confined to 30-day loans, but some loans for several 
months are given with repayment being by instalments. 

(iv) Evaluation of money changers 

Since the occupying forces in 1967 closed Arab banks in the West 
Bank and Gaza money changers have carried out many of the functions 
of banks. The largest money changers, established before 1967,carry 
out a wide range of banking functions including currency exchange, 
money transfers and borrowing and lending. Because of the undocu-
mented character of their business and its generally illegal nature in 
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tenns of the occupying power's regulations, several functions of 
banks have not been developed by money changers; for example, they 
do not issue letters of credit or take on contingent liabilities such as 
guarantees (although there is at least one recent example of a money 
changer being willing to guarantee a client's credit).9 But currency 
exchange, money transfer and borrowing and lending are simultane-
ously well developed and subject to severe limits, a combination 
which justifies money changers being seen as 'constrained' or 'embryo 
banks'. 

In currency exchange, the large money changers in the occupied 
territories are the market makers and price setters for Israeli shekels, 
Jordanian dinars and US dollars. In money transfer they transfer funds 
for clients in large and small amounts among the occupied territories, 
Amman, the Gulf States, the US, Europeandothercentres. Inrelation 
to these transactions money changers also accept deposits and make 
loans extensively. Nevertheless, the conditions of occupation set 
severe practical and fonnal limits on the extent to which money 
changers develop banking functions. The absence of a legal authority 
for most money changers' operations and the fear of both money 
changers and clients that documented transactions of any kind will 
be interrupted by the occupying authorities lead to money changers' 
transactions being undocumented and based on oral agreements. This, 
together with the impossibility of resorting to courts for legal 
remedies against default, means that their business depends on a high 
degree of trust and personal knowledge which acts to limit it. IO Large 
money changers do compete with each other and their exchange rates 
and interest rates are constrained by this competition; each competes 
for business throughout the occupied territories (sometimes using the 
branches of Israeli banks to transfer funds to their own accounts from 
clients based in other parts of the occupied territories). But, although 
that competition exists, each money changer's business is constructed 
around a network of clients who know and trust the money changer's 
business honesty. Clan and historical relationships play an important 
role in underpinning a money changer's business and therefore 
limiting its expansion. These relationships are only unimportant for 
transactions such as over-the-counter currency exchange where little 
trust is involved, hence small money changers with little historical 
record have been able to proliferate since 1967 by confming them-
selves mainly to such transactions. 

The importance of trust and personal knowledge, rather than 
legally enforceable documentation, severely limits the ability of 
money changers, even as embryo banks, to meet the financial needs 
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of Palestinian development. The risk in such transactions gives rise 
to high-risk premiums on interest rates which can hinder investment 
in working capital and fixed capital. In the occupied territories even 
the relatively high interest rates on deposits with money changers 
have not enabled them to attract the small savings of peasants and 
others outside their established network of clan-based or otherrelation-
ships of trust. Indeed, many ordinary individuals who are not engaged 
in trade or handling large sums are unwilling even to take the risk of 
entrusting funds to money changers for the transfer of funds. Thus, 
the money changer's ability to mobilise domestic savings as an 
element in economic development is severely limited by the risky 
environment. 

2. Israeli banks 

After the occupying power closed the branches of Arab banks in the 
West Bank and Gaza, Israeli banks opened branches in the area. In 
1982 there were 27 such branchesY They are not widely used by the 
Palestinian Arab population. Palestinians would choose only to 
accumulate bank deposits in Jordanian dinars (which has been the 
strongest currency in the occupied territories) but are unwilling to do 
so because of the danger that assets held in Israeli banks may be seized 
and partly because of the tax charges imposed on the use of such 
accounts. Assets and liabilities of the Israeli banks are summarised in 
the Bank of Israel data reproduced in Table 9.1. The branches of 
Israeli banks do not act as financial intermediaries within the 
occupied territories in the sense of borrowing savings (accepting 
deposits) and lending them to businesses and people in the West Bank 
and Gaza. Thus in 1984 only 8 per cent of these branches' total assets 
were loans to the public and these were either to Israelis or short-
term credit to Palestinian merchants. Instead of the deposits with these 
branches being part of a process of financial intermediation within the 
West Bank and Gaza, the bank acts as a channel to invest the funds 
in Israel itself: in 198460 per cent of these branches' assets were 
deposited by them in accounts in Israel (the figure was 70 per cent in 
1980-2 with a further 8 per cent held in Israeli coins and notes)PThis 
policy of using the Israeli bank branches to channel funds to Israel itself 
reinforces Palestinian Arabs' unwillingness to use them. 

Although they do not carry out significant financial intermedia-
tion within the occupied territories, and although a significant 
proportion of their business is with Israelis in the occupied territories, 
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THE PALESTINIAN ECONOMY 

the Israeli bank: branches do carry out two functions in the Palestinian 
economy. They transfer funds and clear cheques for Palestinians 
whose income is paid in Israeli shekels (such as Palestinians 
employed by Israelis) and they provide facilities for Palestinian 
business imports and exports. 

Arranging guarantees and letters of credit is an extremely valuable 
service to Palestinian importers and exporters over which the Israeli 
bank branches have a monopoly since money changers do not have the 
legal standing to be recognised by foreign banks in such business. 
From the banks' own point of view it is a significant and profitable 
part of their business and its significance has increased: the balance 
sheet item which incorporates these contingent liabilities rose from 
14 per cent of total liabilities in 1980 to 25 per cent in 1984. 

Nevertheless, Palestinian merchants state strongly that the Israeli 
bank branches give a poor service in arranging the finance of interna-
tional trade. They quote many examples including banks' failures to 
arrange proper documents as agreed and delays which lead to 
demurrage costs. Similarly they claim that the branches oflsraeli banks 
provide an inefficient service in operating accounts. Although the 
Israeli bank branches in the occupied territories as a whole have a 
monopoly of the lucrative commission business of formal financing 
of Palestinian international trade, and although each branch generally 
has a monopoly of bank business in its own town, their profitability 
is not assured. In the West Bank, the Israelis claim that branches have 
been operating at a loss (although some of the loss is attributable 
to foreign exchange movements); in Gaza, the Israeli bank branch 
(Bank: Leumi) serving the important urban centre, Khan Yunis, closed 
on 1 May 1985 because it was making a loss. The occupying powers 
have used the Israeli branches' lack of profitability as an argument 
against permitting Arab banks reasoning that the latter would also 
be unprofitable. But the Israeli branches' low profitability stems from 
specific factors including both their inability to attract deposits on a 
large scale from Arabs for the reasons mentioned and their failure to 
carry out financial intermediation and make profits from loans on the 
public. 

3. Permitted Arab financial institutions 

The occupying authorities have permitted some Palestinian Arab 
financial institutions to operate including the Bank of Palestine Ltd 
(Gaza) and an Arab insurance company (West Bank). Money 
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changers are also fonnally approved by the Israelis but since the main 
parts of their activities are not fonnally approved (and not all money 
changers have approval) they are treated (in section I) as being quite 
different from pennitted Arab institutions. 

(i) Bank of Palestine Ltd. 

The Bank of Palestine is an Arab owned and managed bank in Gaza.13 
It was established in 1960 and began operations on 13 February 1961 
with a capital of £E 500,000. It was closed by the Israeli occupying 
authorities but it obtained pennission toreopen for business in 1981. 
Negotiations to reopen the bank were unsuccessful until then but 
finally succeeded after the bank took its case to the Israeli High Court. 
The court rejected the objections of the occupying authorities (which 
centred on the bank's use of the name 'Bank of Palestine') and 
ordered negotiations among the bank, the occupying authorities and the 
Bank of Israel (represented by its Examiner of Banks). 

An agreement was signed in 1981 but it has not been 
implemented in full. Although the Bank of Palestine did reopen as a 
commercial bank in 1981, the agreement to pennit operation of 
'nonnal banking business' was abrogated even before the opening, the 
authorities having prohibited all foreign exchange business. Thus all 
the bank's business is in Israeli shekels, although customers' loan 
repayments are indexed to the US dollar, and Egyptian currency is 
used as the unit of account for calculating the bank's annual balance 
sheet and revenue accounts. Moreover, the agreement pennitted the 
reopening of the Gaza City headquarters and branch with a commit-
ment to future consideration of reopening the bank's branches in Khan 
Yunis and Rafah. In the event, pennission has not been given for 
the branches, although the closure of Bank Leumi in Khan Yunis has 
left that town without any banking facilities and, in that context, in 
September 1985 some citizens signed a petition demanding pennis-
sion to reopen the Bank of Palestine branch. 

Operating under these restrictions the Bank of Palestine has 
remained small. Its total assets were £E 4,677 ,855 at the end of 1984. 
Its deposits and other customer accounts (£E 3,230,753) were less than 
three times the bank's equity in capital and reserves (£E 1,245,760).14 
This is an extremely low ratio of deposits to capital for a commercial 
bank. For comparison, whereas the Bank of Palestine's ratio of 
deposits to capital was only 2.56, an accepted ratio in the USA is 
between 25 and 30.1sThis indicates that by 1984 the Bank of Palestine 
had not been able to attract deposits to the extent that a commercial 
bank operating without the restrictions of occupation is able. 
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Another indication of its inability to develop full banking functions 
is that it has not developed fully as a financial intennediary. In other 
words, it does not intennediate significantly between lenders and 
borrowers by lending a high proportion of the total deposits placed with 
it; its outstanding loans in 1984 (£E 1,700,730) were only 36 per cent 
of its total assets while its cash holdings were high at 48 per cent of 
assets (70 per cent of deposits). More fully developed financial inter-
mediation would lead to a proportion of those cash holdings being 
used for loans; for comparison, the Israeli bank, Bank Hapoalim held 
only 15.5 per cent of its assets in cash in 1984.16 One reason for both 
the bank's low level of deposits and its low proportion ofloans is the 
prohibition on business in foreign exchange including Jordanian 
dinars. Since the bank reopened, the high rates of inflation and 
devaluation of the Israeli shekel have made it costly to hold bank 
accounts in shekels; since the bank can only take deposits in that 
currency, deposits with it are unattractive. Similarly, the restriction 
on foreign exchange business hinders the bank from lending to 
importers. The depression of the Gaza economy under occupation 
also restricts other lending opportunities. 

The Bank of Palestine lends to industry, agriculture and other 
borrowers. All its lending is short-tenn with a maximum tenn of ten 
months and repayments by monthly instalments but the renewal of 
credit enables borrowers to obtain credit for periods of up to three 
years. The security taken for loans is three guarantees by persons (third 
parties) although it may require additional security on loans of over 
US$ 50,000. Although the Bank of Israel's supervisor of banks 
advises the Bank of Palestine to take mortgages as a security for a wide 
range of loans, it does not nonnally do so. 

The Bank of Palestine gives some loans to agriculture at an interest 
rate of 12 per cent per annum which is less than half the rate charged 
by Israeli banks. With the very high rate of inflation existing until 
mid-1985 this represented a significantly negative real rate of interest. 
The Bank of Palestine reasons that loans at 12 per cent are justified 
since the opportunity cost of these funds is only 8 per cent; the latter 
is the yield that could be obtained if the funds were placed in deposits 
at the Bank of Israel instead of being loaned. 

The Bank of Palestine regards its agricultural loans as serving 
the development of Palestinian agriculture in GazaP Recent 
examples are loans to finance new agricultural ventures: a nursery and 
seedling producer (approximately US$ 10,(00); a rabbit farm; sheep 
farms. In 1983 the bank began to lend to citrus growers. Citrus 
production in Gaza has declined severely. Whereas the output through 
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the Gaza Citrus Growers Union was 250,000 tons in the mid-1970s, it 
was 168,000 tons in 1980/1 and by 1983/4 it had declined to 146,000 
tons before recovering to 161,700 tons in 1984/5.18 The decline was 
due to many factors, especially the obstacles the Israeli occupying 
power places in the way of exports; one factor is probably the absence 
of development fmance for citrus growers, and the start of the Bank 
of Palestine's credit programme for citrus growers in 1983 was 
probably one contributory factor behind the recovery in 1984/5. 
Nevertheless, there is considerable diversity in both the cost and 
availability of its credit to farmers. 

To summarise the Bank of Palestine's position, it operates under 
severe difficulties which prevent it from expanding and make it 
impossible for it to develop properly either in the sphere of money 
dealing and money transfer or in financial intermediation (borrowing 
and lending). The prohibition on foreign exchange dealing and on 
opening new branches (or reopening old ones) has impaired the bank's 
development in each of these fields, and the obstacles the Israeli 
occupation has created for Gaza economic development in general 
have further hindered it by restricting the economic environment 
within which the bank works. 

In addition, the occupying authorities have taken direct actions 
to hinder the bank. For example, in July 1985, the Bank of Palestine 
attempted to triple its capital by selling 100,000 shares to the public. 
Although, according to its officials, it had complied with all the legal 
requirements, the military closed the bank on the day of public 
applications for the shares, posted soldiers at the door and erected 
notices warning the public not to buy shares. The authorities claimed 
that legal requirements had not been met, and the action had the clear 
but unjustified implication that Gazans should not have confidence in 
the bank. 

(ii) Arab insurance 

One Arab-owned insurance company has been permitted to operate in 
the WestBank since themid-1970s. Its principal business is general 
insurance, especially vehicle insurance to meet the legal requirements 
for vehicles, rather than life insurance. Its general insurance is secured 
by reinsurance in London. 

Despite the low proportion of life insurance business, the company 
does carry out some financial intermediation by lending surplus funds. 
Its policy is to concentrate on short-term credit (as short as 30 days) 
but examples also exist of it giving medium -term credit for up to three 
years. Its interest rates vary from 15 per cent to 25 per cent per annum.19 
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4. 'Informal' sources of rural credit 

Peasants in the West Bank and Gaza have had access to short-term 
credit from merchants and landlords. To a very large extent this credit 
is organised around merchant and marketing operations. Together 
with any money changers' credit to peasants these traditional sources 
comprise a network similar to the 'informal' or 'unorganised' credit 
markets that researchers have described in peasant societies 
throughout the world.20 Short-term credit is connected to two uses 
which are distinct but sometimes overlap: seasonal credit to obtain 
inputs for the agricultural cycle and consumption credit to obtain 
necessities in difficult times. 

Merchants provide seasonal credit through a variety of 
relationships. Commission agents are a significant type in some areas; 
they are big merchants who sell the small farmers' produce on the 
wholesale market and take a commission as a percentage of their net 
sales.21 The commission agent supplies the farmer with credit in kind 
(seeds, seedlings, fertilisers and other inputs) and money at the start of 
the season as part of the arrangements under which he sells the 
subsequent crop for the farmer on the market. In one study of 
agriculture in part of the Jordan Valley it was found that the 
commission agent's 'normal' profit came in the form of a 7 per cent 
deduction from the net proceeds of the farmers' crop, but it may have 
been increased by charging high prices for the inputs provided. (In 
other parts of the Jordan Valley the agents' share is different.) This 
transaction involves no separate interest charge for the credit; interest 
is implicitly incorporated as one element in the total commission. 
However, delay in the commission agent recovering his loan leads to 
an explicit interest charge which may be as high as 30 per cent per 
annum on the loan. The arrangements between a farmer and a 
commission agent are frequently incorporated in a written contract. 

In many cases the commission agent is also the landlord. In other 
cases, absentee landlords renting to tenant farmers or to sharecroppers 
also provide credit to those tenant farmers. Until 1948, big landowners 
also accumulated large estates through lending to poor owner-cultiva-
tors to enable them to buy seeds and other inputs, taking land as 
collateral and obtaining ownership of the land after poor harvests led 
to defaults.22 The present study has no information on whether land 
is used as collateral for rural credit in present circumstances, but the 
law since 1948 and conditions of the military occupation have been 
against it. 

In addition to commission agents' credit to peasant farmers, a 
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significant form of credit associated with marketing consists of 
seasonal loans provided by marketing cooperatives. In the West Bank 
18 per cent of farmers belong to co-operatives.23 The largest is the 
Jericho Marketing Cooperative, an organisation which has two main 
functions: certifying that crops exported to Jordan are not of Israeli 
origin and providing seasonal credit for the production of such crops. 
Its funds for this credit programme come from finance provided by 
Jordan's central co-operative organisation: in 1984/5 it received ap-
proximately JD 0.75 million from this source and provided short-
term loans at low interest rates (interest rates as low as 3 per cent have 
been quoted). 

The Jericho Marketing Cooperative's credit has not been sharply 
distinguished from grants or subsidies to its members for there has not 
been a strong management system of enforcing repayment in cases 
of default or delay. 

A final element in the structure of rural credit associated with 
merchants and marketing consists of the village storekeepers who sell 
commodities for credit and give cash 10ans.24 Their interest rates and 
conditions are not known, but in other countries such arrangements 
provide credit for people in great need at usurious rates. 

s. Jordanian (East Bank) sources of finance 

West Bank residents have access to some finance emanating from 
commercial banks and official sources operating through investment 
banks in Amman. These reflect the historical political 
circumstances of the West Bank and East Jerusalem in relation to the 
Hashemite Kingdom of Jordan and the Arab world's support for the 
policy of steadfastness in the occupied territories. 

(i) Amman commercial banks 

Since the occupying authorities closed the branches of Amman banks 
in the occupied territories in 1967, the headquarters of these banks 
have continued to pay salaries to employees in the area.2S The main 
function these employees can carry out, however, is to assist potential 
new customers in completing the documents and arrangements for 
opening accounts in East Bank branches and transmitting them. In 
some circumstances they also finance exports to Amman by paying the 
West Bank exporter locally in Jordanian dinars and arranging for the 
Amman branch to collect payment from the importer in Amman. 

Nevertheless, many residents of the occupied territories have 
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accounts with Amman banks on the East Bank but they have limited 
access to loans from this source. The Amman banks regard loans to 
residents of the occupied territories as relatively risky since they 
cannot be monitored easily and action to recover debts is impossible. 
They require a West Bank borrower to offer two or three guarantees 
from residents of the East Bank and that is a difficult condition for 
the borrower to meet, either because of lack of personal knowledge 
between communities on the East and West Banks or because of 
economic risks. 

(UJ Housing Bank 

The Housing Bankisa specialised Jordanian bank, established in 1974 
to give construction loans to building ftrms and owners.26 Its loans on 
the East Bank are mainly secured by mortgages. It also fmances 
foreign trade and carries out foreign exchange dealing. The bank has 
a large branch network and retail deposits, including remittances from 
workers overseas, are its major source of funds. 

On 20 September 1981 the Housing Bank and the Jordanian-
Palestinian Joint Committee signed an agreement to arrange 
facilities for lending to residents in the West Bank. Between 
September 1981 and the beginning of September 1985 the Housing 
Bank has arranged 2,150 loans to the West Bank totalling JD 13.8 
million. 

The Housing Bank's loans to West Bank residents are of three 
types: 

(a) Construction Loans. These are up to a maximum of JD 7,000 for 
a maximum period of 15 years with a two year period of grace before 
repayments start; 

(b) Construction Finishing Loans. These are up to a maximum of 
JD 3,500 for 15 years; 

(c) Repair Loans. These are up to a maximum ofJD 2,000 for 20 
years with a one year period of grace. 

The Housing Bank is effectively acting as the administrative agent 
of the Joint Committee in channelling fmance to the West Bank and 
the credit should, therefore, be regarded as an element in the policy of 
support for steadfastness rather than an aspect of normal, commercial 
financial intermediation. The finance for the Housing Bank's loans to 
the West Bank is provided by Jordan's Central Bank ratherthan from 
the Housing Bank's own resources. The borrower arranges the loan 
through the Joint Committee which issues the authority for the 
Housing Bank to lend the funds. No interest is received by the Housing 
Bank. Although these loans are secured by guarantees from an East 
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Bank employer or merchant the Housing Bank itself would not be 
willing to give credit to West Bank residents as part of its normal 
business as a result of the occupation. The absence of a branch 
network in the West Bank prevents it from having knowledge of 
borrowers or monitoring the credit. The occupation prevents recourse 
to the Jordanian legal system for contracts and the occupying power's 
land appropriations prejudice the value of property as collateral. 

(iii) Industrial Bank. 

The Industrial Bank was founded in 1965 and began operations in 
1966 with the objective of financing industrial and tourist 
developments on a long term basis.v It also has special credit facilities 
for small businesses (for which the maximum size of each loan is JD 
4,000 and the interest rate is 6.5 per cent per annum). It does not accept 
retail deposits. 

At the beginning of the Israeli occupation in 1967 the Industrial 
Bank had approximately JD 450,000 in outstanding loans in the West 
Bank, nearly all of which has not subsequently been repaid. In the 
present circumstances the Industrial Bank is not willing to lend to 
West Bank residents as a normal part of its business because of the 
difficulty of appraising credit applications, monitoring credit use and 
recovering debts under the occupation. 

However, the bank does lend money for West Bank projects, 
including hotel development, using funds placed with it for this 
purpose by the Jordanian authorities and allocating the credit in 
accordance with the authorities' directions. In addition, the Industrial 
Bank is now to receive a European Economic Community loan of 
ECU 2 million (European Currency Units) for lending to small-scale 
projects on the West Bank. All loan agreements with West Bank 
residents are secured by guarantee from persons on the East Bank. 

ll. MODELS OF FINANCIAL REPRESSION 

In one sense, the occupied territories' experience is an extreme form 
of 'fmancial repression'. This concept has been applied by many 
writers to the financial systems of third-world countries where the 
state has intervened in banking and finance to set interest rates, direct 
credit and regulate it in other ways. In these paragraphs I set out the 
basic framework of the theory that has been constructed around that 
concept to analyse the effects of financial repression in third-world 
countries (the McKinnon-Shaw model).28 
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The McKinnon-Shaw theory emphasises that financial 
intennediation can make a significant contribution to economic 
growth if the state pennits it to operate in competitive conditions, 
in particular if financial intennediaries such as banks pay interest rates 
on deposits and charge interest on loans which reflect market 
conditions. Third-world economies are seen as having a capital 
shortage in the sense that there are many high yielding investment 
projects that entrepreneurs in agriculture, industry and other sectors 
wish to undertake but have been unable to because of uneven access to 
finance and a low level of national saving overall to generate finance. 
If financial intennediaries' interest rates were to reflect market con-
ditions, this capital shortage would cause them to be high in order to 
attract scarce savings and lend them on to high-yielding projects, but 
financial repression occurs when the state sets interest rate ceilings 
which frustrate this process.29 

The general character of fmancial repression is that 
(a) it restricts the growth of fmancial intennediaries (most 

significantly banks) by preventing them from paying interestto attract 
increased savings into deposits; 

(b) in restricting the interest rates financial intennediaries 
(especially banks) can charge to borrowers, borrowers demands for 
credit are increased; 

(c) discouragement of savings and encouragement to borrowing 
leads to an excess demand for credit (a reflection of capital shortage); 

(d) the state acts in this way in order to enable it to control the 
direction of credit, instructing the banks which sectors and finns should 
receive priority in the allocation of scarce credit and providing finance 
for investment projects from public funds; 

(e) if the state were to lift or change its regulations, interest rates 
would rise which would lead to increased funds being channelled 
through intennediaries from savers to enterprises with investment 
projects and the high rates would ensure that they are directed toward 
high-yielding projects. 

The Israeli authorities' regulation of the Arab fmancial system in 
the occupied territories may be considered as an extreme fonn of 
financial repression; but it does not have all the characteristics 
described by the general concept. Its most extreme element has been 
the closure of Arab banks and the fact that the branches of Israeli banks 
and the reopened Bank of Palestine are (for different reasons) not able 
to act effectively as banks for the Arab residents. Thus, one writer 
notes, 'the West Bank economy is virtually without a banking system' 
and 'this situation is almost unique';30 and the position in Gaza is not 
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very different This restriction of the banks' activity is a much more 
extreme hindrance to fmancial intermediation than the limitations 
which the theory ascribes to interest rate controls. On the other hand 
the model's assumption that restrictions on the banking system have 
their counterpart in state control of investment funds is only partly 
true, for although the occupying authorities have administrative 
controls to refuse or permit any significant credits, they do not 
themselves disburse significant funds to fmance Arab investment 
projects. 

One of the strong implications of the financial repression concept 
is that markets for financial capital are highly fragmented; indeed, 
in McKinnon's treatment this appears almost as a central characteristic 
of fmancial repression and is paralleled by fragmentation in all aspects 
of the economy. Fragmentation means that credit does not flow freely 
enough through the economy, so that savings and finance in one area 
or sector stay within it even though higher yields may be available on 
investment projects in other areas.31 Fragmentation means that some 
borrowers have privileged access to credit while others have none 
and it is claimed that it exists in financially repressed third-world 
economies because of three processes linked to the restriction. First, 
the state is supposed to use its control of funds to favour particular 
borrowers (creating the possibility of corruption). Second, the banks 
(and other financial intermediaries) ration their scarce credit by 
favouring particular sectors, firms and individuals. Third, the 
restrictions on banking stimulate the development of informal and 
often illegal fmancial activities such as rural money lenders which, by 
their nature, are local and based upon specific social groups. Fragmen-
tation is one of the most significant aspects of the occupied 
territories' economies and particularly its fmancial system. In the 
absence of effective banking within the Arab economy or significant 
investment funds injected by the Israeli state, financial fragmentation 
originates from other sources. In the next section I outline the causes 
of this fragmentation and the general relation between the financial 
repression model and the situation in the occupied territories. 

Another implication of the theory of financially repressed 
economies is that where financial intermediation is restricted there 
is also a low demand for money relative to output and income or, in 
other words, a high velocity of money. In one version of the model 
this arises because the demand for money is highly elastic with 
respect to real rates of interest, so that if low or zero interest is paid on 
bank deposits (and zero interest on cash) the demand for money in 
those forms as an asset will also be low. Thus, interest rate restrictions 
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on financial intennediaries reduce the demand for money since banks 
are the most significant fonns of intennediary and the controls reduce 
the attractiveness of bank deposits. This effect is intensified by 
inflation: for if nominal interest rates on money are low or zero, high 
rates of inflation make real interest rates negative. The corollary of this 
is that if constraints on interest rates are lifted, the demand for bank 
deposits will rise and this increase in the stock of deposits means that 
the real stock of money increases in line with the expansion of the 
banks' financial intennediation.32 In the occupied territories, too, 
there are grounds for thinking that there is a low demand for money 
and low real stocks of money although the reasons are largely specific 
to the local circumstances.33 

m. WEAKNESSES IN THE FINANCIAL AND MONET ARY SYSTEM 

The financial and monetary systems of the occupied territories 
consist of a set of arrangements that have developed within the 
political economic constraints of occupation. As a result they are 
underdeveloped compared with the financial and monetary 
arrangements of other poor economies, but considering the severity of 
the constraints - the Israeli occupation authorities' opposition to any 
significant Palestinian fmancial and economic development - money 
and finance have been developed remarkably strongly in some 
directions. Nevertheless, the dominant aspect of the monetary and 
financial system is that its weaknesses are severe and make it 
unsuitable for the long-tenn development of an independent 
Palestinian economy. Its weaknesses also create a risk that in the near 
future the system will encounter severe problems even in continuing 
to service the occupied territories at the existing level. In this section 
I consider the main weaknesses and relate them to the fmancial 
repression model. 

1. Fragmentation 

The dominant characteristic of the monetary and financial system is 
that it is accommodating. It has developed to finance the existing 
structure of the Palestinian economy, therefore it accommodates the 
patterns of trade and production that have arisen under occupation. One 
corollary is that unless appropriate changes are introduced the systems 
cannot provide the financial basis for the development of an autono-
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mous Palestinian economy. A second is that because the system is 
accommodating it is fragmentary in two senses. 

First, it is fragmentary in the sense that the 'real economy' of 
Palestine is fragmented and the financial and monetary 
arrangements reflect this. Thus, the fragmentation of the labour force 
since 1967 has been centrifugal with an initially high level of net 
emigration of workers; the workers' remittances that resulted 
(accounting for an estimated 32 per cent of GNP in 1982)34 have been 
a significant element in the growth of money changers. Similarly, the 
obstacles to the integrated development of the domestic economies 
of the occupied territories have given rise to a high level of dependence 
on imports and exports and a high level of trading activity rather than 
productive activity; the operations of money changers, banks and 
other fmancial agents are similarly strongly characterised by their 
relation to trade. 

Second, it is fragmentary in the purely financial sense. That is, it is 
a segmented and divided system which, depending to a large extent 
on personal trust, is built on networks of personal relations. Currency 
exchange is not greatly fragmented since it requires little trust, but 
money transfer and borrowing and lending are, with the result that the 
scope for fmancial intermediation is limited. Thus, savings in one circle 
are not generally transmitted through the financial system to finance 
investment in another.35 

The fmancial fragmentation is the outcome of two forces: first, 
it reflects and accommodates the fragmentation of the real economy 
and, second, it results from the specific policies of the occupation 
directed at repressing the Arab financial system. Both have stimulated 
the growth of informal monetary and financial arrangements such as 
those of money changers and rural merchants (such as commission 
agents). In this respect, the financial fragmentation of the occupied 
territories is more complex than the standard McKinnon-Shaw model, 
for in the latter the fragmentation of the financial system is seen as 
the effect of specifically financial policies with a determining 
influence running from the financial system to the real economy: if 
financially repressive policies were ended, the model argues, the new 
cohesion of the financial system would bring cohesion to the real 
economy. In the West Bank and Gaza, by contrast, the restrictions 
on trade, production and social conditions imposed by the occupation 
ensure that even if Arab banking were allowed to develop, fragmen-
tation would remain and the informal financial networks based on 
personal knowledge and trust would continue to have a role.36 

Finally, in comparing the fragmentation of the financial system 
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in the occupied territories with that described in the 'financial 
repression' model I have noted above that in the former it does not 
originate in interest controls over local banks (for an effective banking 
system is prevented more directly from operating) nor from privileged 
access of some Palestinians to investment funds injected by the Israeli 
state (since funds do not directly enter the Arab economy in any 
significant amounts). In the West Bank and Gaza the differential 
access to credit which is the mark of fragmentation relates to 
differential access to the networks within which money changers lend, 
borrow and transfer money; secondly it relates to state and quasi-state 
funds from the East Bank (both grants and the East Bank sources of 
credit identified above) since different social groups have different 
degrees of access to such funds for housing construction, seasonal 
agricultural credit or industry. 

2. Money holdings 

These forms of fragmentation have the effect that the economy has a 
distorted monetisation. In one sense the Palestinian economy is highly 
monetised in comparison to other poor economies: for a very high 
degree of agricultural production is for sale rather than subsistence; a 
high proportion of personal income comes from working for money 
wages (locally, in Israel, in the East Bank or elsewhere); foreign trade 
for cash is a high proportion of economic activity. Moreover, residents 
of the occupied territories have a high degree of familiarity with dealing 
in different currencies (Israeli, Jordanian, American) and using shek-
els, dinars and dollars as units of account. But this high degree of use 
of money is distorted in several senses. It is not generally associated 
with large holdings of money within the occupied territories; it is not 
associated with a high degree of financial intermediation; there is no 
single monetary standard. 

There are no reliable estimates of the stock of money in the occupied 
territories and none can be produced without major fieldwork. But on 
the basis of a priori reasoning and casual evidence it is possible to reach 
some judgements regarding it On balance it appears that holdings of 
money balances (in real terms, in terms of the goods they can buy) are 
lower than would be expected for another country with similar GNP. 

Both demand and supply factors have to be considered in reaching 
this judgement, but the initial problem is to define the money supply in 
the circumstances of the occupied territories. Here, it will be defined as 
cash, demand deposits in banks and time deposits in banks owned by 
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residents of the occupied territories. Since three main currencies are in 
use, the defmition should include cash and deposits denominated in 
Israeli shekels, Jordanian dinars and US dollars. No firm principle can 
establish whether the definition should include bank deposits held in 
Amman, in Israel (excluding East Jerusalem) or in foreign centres 
elsewhere. 

The most crucial determinant of money holdings in the occupied 
territories is the demand for money. There is no state authority or 
central bank with a monopoly of the money supply or control of it and 
capital flows into and out of the occupied territories directly relate 
to cash flows. Therefore, the nominal stock of money in the occupied 
territories (or defined to include deposits in Amman) is generally 
demand determined. However, there are periods when these demand 
forces are thwarted by exchange controls, increased regulation of cash 
flows across the bridges or other interruptions. Thus, at times there 
may be an excess supply of money in the occupied territories (or an 
excess demand); the Central Bank of Jordan believed at one time that 
there was a danger of an excess supply of money ('a liquidity over-
hang')37 in the West Bank itself but considers that this was gradually 
eliminated between 1975 and 1982 by increased capital flows from the 
West Bank to Amman. 

There are strong reasons for thinking that the demand for money, 
and hence the amount of money held by residents of the occupied 
territories is low compared to other economies at similar levels of 
development. The factors influencing the demand for bank deposits 
and those behind the demand for cash are best considered separately, 
but in each case the relevant consideration is the attractiveness of this 
as compared to other assets such as jewellery ,land and housing and, 
as with all forms of money, a major element in that is its liquidity. Bank 
deposits with Israeli banks are relatively unattractive partly because 
of the difficulty of operating dinars accounts with them and the rapid 
depreciation of shekel accounts until mid-1985, but mainly because of 
the danger that the Israeli authorities may freeze or confiscate such 
deposits as a political act. Bank deposits in Amman have their 
attractiveness reduced by the absence of a branch network giving local 
access to them in the occupied territories, by the incompleteness 
of access to money changers who can transfer funds to and from 
Amman and by the risk of interruptions to cash flows across the 
bridges. Cash holdings of Jordanian dinars and, to some extent, US 
dollars have not suffered through depreciation but they do not yield 
interest, they carry the risk of theft, loss and deterioration, and their 
international acceptability (which is an important consideration if 
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money is considered as a liquid hoard to be used if the owner is forced 
to become a refugee) may be regarded as less secure than other assets 
such as gold. 

These arguments suggest that the demand for money in the 
occupied territories and, hence, its stock is relatively low. A low level 
of liquid assets is also suggested by the fact when an Israeli imposed 
curfew interrupts the ability of a town's population to go to their jobs 
or farms, sales of basic necessities such as food are immediately cut 
through absence of funds, and shopkeepers' credit to individuals 
without money quickly expands.38 

Related to distorted monetisation and low holdings of bank 
deposits is the fact that the institutions and agents surveyed in section 
I provide a low degree of financial intermediation in the occupied 
territories. Financial intermediation involves agents in borrowing the 
savings of some sectors (by accepting deposits in the case of banks) and 
lending these funds to borrowers.39 The deposits taken by branches of 
Israeli banks are not used to a large extent for lending within the 
occupied territories. The Bank of Palestine has a low ratio of deposits 
to capital and a low proportion of loans to total assets. The amounts 
involved in deposits with money changers and their loans to borrowers 
is not known, but in view of the undocumented nature of transactions 
with money changers, their illegality in the authorities' view and the 
need for a high degree of personal knowledge and trust, it is probable 
that their financial intermediation is not quantitatively great. 

Other sources of credit in the occupied territories are not generally 
financed by funds the lender has borrowed. Some, such as merchants' 
credit to village households or commission agents' seasonal credit 
to farmers, are financed out of the lenders' own capital. Others, such 
as the credit advanced by the (Amman-based) Housing Bank for house 
construction, are fmanced by outside funds provided as part of the 
'steadfastness' policy. 

Low money holdings and low financial intermediation appear to 
correspond to the McKinnon-Shaw model's predictions. In that 
model, however, the explanation for low money holdings would lie 
partly in the high rates of inflation in the West Bank and Gaza Strip 
which have produced negative real returns on some money holdings. 
But this argument does not apply directly to the occupied territories 
because a special characteristic of their monetary system is that they 
have a plural monetary standard, with both Israeli shekels and Jorda-
nian dinars being widely used.oW In addition, US dollars circulate 
widely. 

In part this is the effect of the occupation regulations governing legal 
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tender, for both Jordanian dinars and Israeli shekels are counted as legal 
tender in the West Bank. But the plural standard applies also in Gaza 
and East Jerusalem where the occupation authorities recognise only the 
Israeli currency as legal tender. It reflects, therefore, an unwillingness 
to use Israeli shekels as the only form of money partly because it is the 
currency of the occupying forces and partly because of the frequent 
depreciation of the Israeli currency in the 1970s and 1980s. The 
weakness of the shekel has led to the widespread use of US dollars 
within Israel itself; within the occupied territories it has led to the wide 
use of both dinars and dollars. 

Israeli shekels are used as a medium of exchange for everyday small 
transactions and they are received in wage payments by Arabs working 
within the Israeli economy. Jordanian dinars and US dollars are 
regarded as stores of wealth, able to retain their value over time. They 
are also used as the medium of exchange in large transactions and a 
wide range of medium and small transactions. For example, some olive 
growers in the West Bank only accept payment in Jordanian dinars for 
olive oil, partly because the proceeds of such sales are an important 
source of savings.41 Thus, there has been wide use of currencies with 
stable real values in the face oflocal inflation and low money holdings 
within the occupied territories, largely the result of other factors. 

3. Absence or central banking 

In other countries the monetary and financial system is under a central 
bank or central monetary authority which is an arm of the state. Its 
central bank provides implicit or explicit guarantees of the system's 
stability through measures encompassed in the broad term 'lender of 
last resort'. The counterpart is that it supervises the safety of the banks' 
and finance houses' operations ('prudential regulation') and it regu-
lates their effect on the economy's total money supply or credit 
('monetary control'). The occupied territories do not have such credit 
authority. 

The Bank of Israel exerts the authority of the central bank over the 
Israeli banks with branches in the occupied territories. It also super-
vises and regulates the operations of the Bank of Palestine although it 
is doubtful whether it would act as lender of last resort to ensure that 
bank's stability. But the money changing and money transfer system 
in the occupied territories, and the major sources of credit, are outside 
its control. The Central Bank of Jordan has some authority over money 
changers to the extent that it is the licensing authority with power of 
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enforcement over their Amman branches, but this has only a marginal 
effect, if any, on operations within the occupied territories. The 
occupation prevents the Central Bank of Jordan exerting any direct 
control, regulation or supervision of the monetary and financial affairs 
of the occupied territories. 

The absence of a legitimate state with a monopoly of authority over 
the monetary and financial system (through its central bank or central 
authority) is the most fundamental obstacle to the system operating 
effectively. Muhammad Talat-Harb expressed very strongly the need 
for a central bank in furthering national economic development and 
national independence (in the context of Egypt in 1920): 'Each country 
must pursue its own financial policy, must win its economic independ-
ence and preserve it In every country in the world, the task of directing 
this policy and preserving this economic independence falls to a 
national bank, whose privilege it is to issue banknotes and to stand 
above the competition between all other banks, to supervise their 
activities, to help them with loans when the need arises, to solve and, 
where possible, prevent crises ... Such a bank is the supreme arbiter of 
financial credits and business confidence ... Every government takes 
care that no foreign hand can regulate the affairs of the national 
bank ... '42 The occupied territories do not have such a central bank. 

Without a legitimate state authority and central bank acting as 
supervisor and lender of last resort, the financial institutions are 
inherently less secure than they would otherwise be and, therefore, have 
difficulty in developing financial intermediation. They are relatively 
less attractive as repositories for savers' assets, and their willingness to 
lend instead of holding high reserves is low. Thus, even if other 
obstacles to the establishment of financial institutions were removed, 
the absence of a legitimate state with financial authority would hinder 
the development of financial intermediation. Moreover, a state which 
itself borrows from the financial system would provide it with assets 
(bonds, bills or direct loans to the state) which are secure and yield a 
profit and the absence ofthis deprives the financial system of a source 
of security. 

The absence of a state with responsibility for economic development 
as a whole means that the credit that is available under the present 
system is not directed toward areas of need identified as priorities for 
comprehensive development. An independent state's development 
plan would, by contrast, be able to guide credit to areas which are 
judged to have a high priority. In this respect, the implication of the 
'financial repression' model that the free development of a banking 
system could allocate financial capital more rationally than the state is 
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inappropriate. The scale of economic transformation required in an 
independent Palestine can only be co-ordinated through development 
planning. The absence of a unified monetary standard for the Palestin-
ian economy is a severe obstacle to economic development which is a 
direct corollary of the absence of an independent state and central bank. 

First, the economy's reliance on the circulation of two or more 
currencies leads to a diversion of resources toward the business of 
money changing. Although this is carried out with a high level of 
efficiency, the resources used by the money changers themselves and 
by other enterprises (their customers) calculating their best monetary 
deals are considerable. Moreover it can encourage a business orienta-
tion which sees the possibility of making money out of money-dealing 
as more significant than the possibility of profiting from producing and 
investing in production: a mentality in which knowledge of the ex-
change rate acquires greater significance than calculations of produc-
tivity rates. 

Second, if there were a unified national currency with an independ-
ent state controlling it, that state would be able to use the 'seignorage' 
from it to finance development projects. That is, by issuing currency 
itself (or creating bank deposits by borrowing from the central bank) the 
state would gain command over the resources for development. In 
making this comparison between a plural and a unified monetary 
standard, a single unified money would only serve development better 
if, unlike the Israeli shekel, it was relatively stable. 

The potential role of financial intermediation depends in part on the 
economy's savings. Estimates of savings can be made on the basis of 
past and current experience, although they are not reliable. The 
increase in private saving associated with an increase in the Gross 
Domestic Product (the Marginal Propensity to Save, or MPS) has been 
estimated at 25 per cent of the latter. The increase between 1968 and 
1973 appeared to be at an MPS of 0.25 (in relation to personal 
disposable income rather than GDP) while for 1981 and 1982 MPS has 
been estimated at 0.28.43 A UNIOO report on manufacturing industry's 
potential for growth44 uses an estimate of 0.15 for the MPS which 
appears to be an underestimate. That assumption, together with an 
assumed increase in per capita income of 2.5 per cent per annum leads 
to an estimate of the real value of savings to the end of the 1980s, as 
shown in Table 9.2. 
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Table 9.2: Estimate of savings in the occupied territories to the end of 
the 1980s (millions of US dollars) 

1986 
47 

1987 
50 

1988 
54 

1989 
57 

1990 
53 

The level of savings is itself affected by the existence of financial 
intennediaries and it would be higher if the weaknesses in the existing 
financial system were overcome. 

IV. CONCLUSION 

In conclusion, the occupation of the West Bank and Gaza has affected 
their money and finance, key elements in the Palestinian Arab econ-
omy. For years, the policy was to eradicate Arab banking. Although 
Israeli banks were encouraged to operate in the occupied territories, the 
policy was not wholly designed to integrate Arab financial and eco-
nomic life with Israel's as a subordinate but profitable annex; it was 
principally designed with a political aim to weaken and undennine 
independent Arab economic development. Nevertheless, Arab finan-
cial operations have survived, been transfonned and developed with 
great strength in particular fields. However, the financial development 
that has occurred has been partial and distorted. 

NOTES 

1. Military orders 7, 9, 21, 33, 76, 83, 93, 94, 295, 299 and 823 relate most 
directly to the occupying power's control of fmance. 

2. The principal concern of this paper is the fmancial and monetary system 
and its effect on the 'real economy', but the relationship is two-way with the 
'real economy' also influencing monetary and fmancial developments. 

3. The analysis in this section is based on interviews conducted in Jordan, 
the WestBank, the Gaza Strip and Jerusalem in September 1985. The fieldwork 
was related to a study conducted in that month under the auspices of the British 
Council. 

4. The information on which this section's description of money changers 
is based was obtained from independent interviews with two large money 
changers and one medium-sized money changer in the West Bank and Jerusa-
lem. It was supplemented from interviews with business people who are their 
customers, with M. Shukri, Deputy Governor of the Central Bank of Jordan and 
others. 

5. A money changer, believed to be the largest in the West Bank, gave the 
followingdescriptioninrnid-SeptemberI985:'Iftoday'sDollar-Deutschmark 
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(S/DM) rate in Europe is 2.84, I would deal at a S/DM rate of2.86-2.87 (a one 
point spread). ' 

6. Interview with M. Shukri, Deputy Governor of the Central Bank of 
Jordan. 

7. Egypt has played some historic role as a local banking centre for residents 
of Gaza, but its significance in this respect is small compared with Amman. 

8. This interest rate was noted by an industrialist who had borrowed from a 
large money lender. However, the money lender himself had said in a previous 
interview that his lending rates are between 1 and 1.5% per month. It is probable 
that different rates are applied to different loans. 

9. Interview with Wahid al-Masri; example given of money changer being 
willing to give a guarantee from his East Bank office for a development loan 
from a third party. 

10. For a general analysis of the limitations of fmancial systems based on 
personal trust see R.I. McKinnon, Money and Capital in Economic Develop-
ment (Washington D.C., 1973). 

11. The figure of 28 branches in 1982 is quoted in Dan Zakai, Economic 
Development in Judea, Samaria and the GazaDistrict 1981-82 (Bank of Israel, 
Jerusalem, 1985), p.67. However, his data appear to include the Bank of 
Palestine which, in the present report, is not included as an Israeli bank. Note 
that this total does not include the branches of Israeli banks in East Jerusalem. 

12. These data are drawn from the Examiner of Banks, Annual Statistics of 
Israel's Banking System 1980-84 (Bank of Israel, Jerusalem, 1985), p.26. 

13. The following information comes from interviews with Mr Rushdi T. 
Sakallah, General Manager, and Mr Hashim Ata Shawwa, Chairman, Bank of 
Palestine Ltd. 

14. Bank of Palestine Ltd, Balance Sheet, Gaza (Bank of Palestine Ltd, 
December 1984). 

15. The 1984 consolidated balance sheet of Bank Hapoalim shows a ratio of 
68.8. Ibid., p.28. 

16. Ibid. 
17. Interview with Hatam Ata Shawwa. 
18. Data supplied by Hatam Ata Shawwa from the records of the Gaza Citrus 

Growers Union. 
19. Interviews with Mr. Hadi, representing the company, and other industri-

alists. 
20. The classic study of 'unorganised' markets is U. Tun Wai, 'Interest rates 

outside the organized money markets of underdeveloped countries' ,IMF Staff 
Reports, vol. 6, no. I, pp.80-125. 

21. The information on the role of commission agents is based on S. T amari 
and R. Giacaman (eds), Zbeidal: The Social Impact of Drip Irrigation on a 
Palestinian Peasant Community in the Jordan Valley (Birzeit University and 
Documentation and Research Centre, Birzeit, 1980). 

22. S. Tamari, 'Building otherpeople'shomes' ,Journal of Palestine Studies, 
no. 41 (Autumn 1981), p.44 

23. Interview with Mr. Shehadeh Dajani. 
24. S. Tamari, 'Building other people's homes', p.57. 
25. The information in this section is based on interviews with Mr. Kemal, 

General Manager of the Arab Bank, Nablus; Mr. Mihdat Kanaan, General 
Manager of the Cairo-Amman Bank, Nablus and Mr. M. Shukrl, Deputy 

221 



TIlE PALESTINIAN ECONOMY 

Governor of the Central Bank of Jordan. 
26. Infonnation from an interview with Mr. Abd al-Rahman Saleh, Housing 

Bank, Head Office, Amman. 
27. Infonnation based on interviews with Mr. Ziad Annab, Industrial Bank, 

Amman and Mr. Shehadeh Dajani, Community Development Fund, Jerusalem. 
28. The classic statements of the theory of fmancial repression are in R. I. 

McKinnon, Money and Capital. Derivative readings are collected in W.L. 
Coats and D.R. Khatkhate (eds), Money and Monetary Policy in Less Devel-
oped Countries (Pergamon Press, London, 1980). There are variations in 
different fonnulations of the model and the outline presented here is a synthesis. 

29. The general thrust of the argument is that a competitive banking system 
should be permitted. H, however, the banks are monopolistic or state regulated, 
the administered interest rates should reflect market conditions by being raised 
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Jobs, Education and Development: 
The Case of the West Bank 

Atif A. Kubursi 

I. INTRODUCTION: THE ECONOMIC SETTING 

Unlike the global empires of the past, where the imperial centre relied 
on economic resources shipped from colonial outposts thousands of 
miles away, the 'Israeli Imperial Economy' is based on resources and 
markets located in geographically contiguous areas, making the proc-
ess of political subjugation and economic domination easier, more 
efficient and less obvious.l 

Although Israel's economic domination and exploitation of the 
occupied territories is subtle on account of their geographical proxim-
ity, it is deliberate, calculating and systematic. It rests on mechanisms 
that are well co-ordinated and synchronised. Control of water use 
severely limits agricultural production and economic life in the occu-
pied territories. The proletarianisation of farmers and agricultural 
labourers has driven many of them either to work in Israel for low wages 
or to leave the area altogether. Induced emigration, actively sought by 
Israel, has a number of consequences: first, it depopulates the occupied 
territories and facilitates Israeli expansion and creeping annexation; 
second, it reduces the potential for industrialisation as markets shrink 
and resources are depleted; third, emigration of persons of working age 
reduces the productive capacity of the occupied territories and in-
creases their dependence on the Israeli economy. The remaining pool 
of human resources serves as a buffer stock that absorbs the major 
burdens of Israeli economic adjustments, easily utilised or discarded 
depending on the state of the economy. 

Palestinian workers could theoretically find employment in other 
sectors ofthe occupied territories' economy, such as industry. But West 
Bank and Gaza industries have stagnated or declined. This is in large 
part due to direct restrictions on licensing, capital mobilisation and 
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markets, but also due to indirect influences such as the increase in the 
cost of labour and competition from subsidised Israeli products. Most 
of the industries in the occupied territories are therefore confined to 
small-scale operations with limited production capacities and capital, 
often employing only members of the owners' families. 

There is some subcontracting activity from Israel to the West Bank, 
but it is based on exploiting the cheap labour of Arab women. Because 
subcontracting involves labour-intensive steps in industrial processes 
originating and subsequently completed in Israel, its contribution to the 
industrial development of the occupied territories has been, and will 
remain, minimal. 

In 1983, after 16 years of occupation, there were only seven firms in 
the West Bank employing over 100 workers and seven firms employing 
between 50 and 99 workers. Most were founded before 1967. 

There is no capital market in the occupied territories. Domestic 
savings are either drained by higher taxes, invested in the construction 
of family dwellings or placed in liquid funds in Jordanian dinars in 
Jordan. All organised financial institutions which existed in the West 
Bank and Gaza before 1967 remained closed until 1982 when, after a 
drawn-out legal battle, the Bank of Palestine in Gaza was allowed to 
resume some limited operations. Of special note here is the absence of 
specialised credit institutions that would normally channel funds into 
agriculture, industry and housing and thereby underpin development-
oriented, as distinct from strictly commercial, activities. Furthermore, 
military orders require that all outside sources of funds be declared to 
the occupation authorities. Although generally ignored, such restric-
tive policies limit large-scale investment in the occupied territories as 
well as increasing the risks. 

Dumping by Israeli industries has severely restricted competition. 
Expensive raw materials - which must be acquired exclusively from or 
through Israel - have raised the cost of production to a point where 
many existing firms have become non-viable. Over 90 per cent of West 
Bank and Gaza imports comefrom Israel. In 1968, Israel's trade surplus 
with the West Bank and Gaza was approximately US$ 9.7 million. By 
1978, it had reached approximately US$ 248 million and by 1983 there 
was over US$ 428 million. Industrial imports constituted over 87 per 
cent of the total imports of the occupied territories from IsraeJ.2 

Israel has undermined the capacity of local authorities to carry out 
basic planning and infrastructural investments, thereby thwarting the 
potential for community-based development. Research centres are 
harassed and closed and university faculty and students arrested and 
detained, often without specific charge. 
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n. THE MANPOWER-EDUCATION SYSTEM: THE ISSUES 

This paper deals with the problems of manpower under the most 
unusual of circumstances. The population in the occupied territories 
grows, the school-age population and school attendance expand, large 
and increasing numbers of students enter higher education and in due 
course graduate, but, and here is the twist, the local labour market 
remains absolutely stagnant In the higher skilled and professional 
categories, the employment opportunities continue to shrink. Hence 
one confronts the peculiar situation where education and employment 
become, in a perverse way, negatively correlated in the occupied 
territories. In the words of one student of this situation, 'an analysis of 
employment rates in correlation with education levels indicates that, 
unlike the situation among the Jewish population oflsrael, the employ-
ment rate in the administered areas (sic) goes down as the level of 
education (measured in years of schooling) rises. This may be attribut-
able to the paucity of suitable jobs for educated workers. '3 

In general, and abstracting for the moment from the situation at 
hand, the lack of synchronisation between the labour market and the 
education system is symptomatic of some fundamental problems in 
either or both. The educational system may be deficient in quality or it 
may be producing the wrong proportion of skilled workers. Alterna-
tively, the labour market may be inadequate and deficient in providing 
sufficient new employment It is rarely the case in developing countries 
that the fault is in one system. It is generally the case that the two 
systems are not fully coordinated. 

In the case of the occupied territories, this lack of synchronisation is 
fundamentally aggravated by the impact ofIsraeli occupation policies 
and practices in relation to economic development, as noted earlier. The 
normal process of social and economic transformation that would 
create expanding opportunities for absorbing graduates of the educa-
tional system is dis toned and stunted by restrictions on industrial and 
technological development The primary objective of development in 
the West Bank and Gaza must remain the achievement of genuine and 
self-generated social and economic change in the context of the 
Palestinian people's right to self-determination in their own homeland. 
Under the present circumstances, only panial, and for the most pan, 
temporary solutions can be sought. In this rather limited, and largely 
artificial, context the frrst concern of manpower and educational 
planning would be to link the two systems to each other and to establish 
a smooth interface between the economy and education. 

Human resource planning has two broad objectives. First, man-
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power and educational planning seeks to provide an expanding econ-
omy with the requisite number and quality of human resources and 
skills capable of sustaining expansion and growth. In the absence of a 
sufficient supply of job opportunities, due to lack of investment and 
growth, qualified manpower will be forced to remain unemployed, 
accept lower wage rates in the local economy or seek employment 
elsewhere (e.g. in the case of the occupied territories, either in Israel or 
by emigrating). In either case the development process is retarded and 
growth of indigenous output is sacrificed. Second, human resource 
planning seeks to ensure a stable but dynamic balance between the 
supply of skills that is produced by educational and training systems on 
the one hand and the demand for such skills in the economy on the other. 
In the absence of such equilibrium (balance between supply and 
demand) there will either be a shortage of certain skills with the subse-
quent emergence of bottlenecks and constraints on growth, or there will 
be surpluses of certain skills and, consequently, a waste of resources. 

Manpower and educational planning is therefore an integral part of 
overall social and economic planning. This is particularly the case when 
growth and development require a co-ordinated set of economic and 
social decisions and transformations to bring about an outcome of the 
economic process that is different from that which would emerge 
spontaneously from the operation of market forces or from the impo-
sition of artificial constraints on the growth of work opportunities. 

Manpower and educational planning in the occupied territories is 
counter-productive unless it is geared to and promotes economic and 
political independence. In the absence of a national Palestinian sover-
eign authority, planning could be exercised first in the micro-units of 
the economy and only later made to expand to higher operational units. 
Although this is the reverse of customary planning models, the experi-
ences of workers' councils in Yugoslavia and village councils in 
Algeria suggest that voluntary micro-units could perform critical and 
important planning tasks. They may be able to co-ordinate with one 
another perhaps more successfully than under a monolithic central 
planning authority. In any event, in the case of the occupied territories, 
it is a matter of necessity. 

This paper seeks to develop an integrated model which connects 
manpower requirements, educational system operations and economic 
development and policy priorities into a coherent system. Because of 
data problems only the economy and the education systems of the West 
Bank are modelled. The main objective is to answer two basic ques-
tions: first, what economic configurations are necessary to generate a 
situation of near full employment of available manpower in the West 
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Bank? Or, alternatively, what level of economic activity would permit 
reabsorption of the workers currently employed in Israel back into the 
local economy? Second, what changes in the education system in the 
West Bank would be necessary to produce the right mix of skills that 
could respond best to the current economic requirements of the West 
Bank under the prevailing, hopefully transitional, constraints of occu-
pation? 

m. THE MODEL 

Recognition of the important contribution that education makes to 
economic growth and development has heightened the interest of 
economists and social planners in the development of national eco-
nomic models for the efficient allocation of resources in the educational 
system and for the optimal utilisation of the human resources it 
produces. 

In this section a general-manpower-educational-economic model is 
constructed to integrate the demographic, educational and economic 
sub-systems. 

The basic structure of the model involves a flow of input data, in a 
simultaneous process, to three sub-models: the Labour Force Model 
(LFM), the Manpower Requirements Model (MRM) and the Educa-
tional Simulation Model (ESM). The LFM is in tum linked to the MRM 
and both are linked along with the ES M to the Manpower Policy Model 
(MPM) system (Figure 10.1). 

Figure 10.1. A schematic outline of the model 
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The model adopted here is a special adaptation of the World Bank 
Compound Mode1.4 It uses the basic framework of the Compound 
Model but adjusts its structure and objectives in light of the special and 
specific conditions of the West Bank. 

1. The labour force sub-system (LFM) 

Each sub-system of the model performs a special function and is 
integrated in the sequential hierarchy with the other sub-systems. We 
begin with the LFM. 

The LFM accounts, at the beginning of each year, for the available 
labour force by sector (i) and occupation 0). Since some labourers 
emigrate, retire or die they will not be available in later years. However, 
through the supply of output from the educational system and return of 
migrant workers, additional resources become available. The stock of 
manpower available to the system will be updated accordingly each 
year. 

Two basic categories are distinguished here: West Bank labour and 
the non-West Bank Palestinians. The basic technical relationships 
governing these two sub-systems are the following: 

(1) LFt (ij) = BLF (i,j) 

where BLF(ij) is the base year West Bank labour force stock by 
sector and by occupation. 

fort~ 2 

where LFt (ij) is the West Bank labour force at the beginning of year 
t in sector i and occupation category j. 

l\G) is the attrition rates vector by occupation for West Bank labour. 
It is assumed that atO) = at_1

0) unless otherwise stated. 
ESMt_1 

(ij) is the labour force supplied by the educational system in 
year t-l, for sector i and occupation j. 

MPMt_1 
(ij) is the net exportation or importation of West Bank 

labour. When non-West Bank labour is included, the following func-
tional relationships would be identified. 
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(3) L~ (ij) = BLpN (i,J) 

(4) LP~ (i,j) = [(L~~ (ij) {l-~~ U))] + MP~~ (ij) 

for t ~ 2 

MPMN (ij) is the net importation or net exportation of non-West 
I-I 

Bank labour. 

2. The manpower requirement sub-system (MRM) 

This sub-system accounts for the total manpower requirements by 
sector and occupation to achieve given output targets taking into 
account labour producti vity in each sector. The net manpower require-
ments are also identified within this sub-system by comparing the total 
manpower requirements and the available manpower stock. 

To determine sectoral output, several options are open. 

Option one 
Choose a constant growth rate of sectoral output on the basis of 
historical trends. 

(5) XI (i) :: [X I_I (i)] [1 + ail 

Option two 
Choose flexible growth rates of sectoral outputs such that the total 
output growth is consistent with full employment of local manpower. 
These targets could be derived from an optimisation model which will 
be shown later. 

(6) XI (i) = [XI_I 
(i)] [1 + a

l 
(i)] 

Similarly rates of growth of labour productivity may be assigned to 
different sectors. The two options above in terms of productivity 
growth rates would appear as follows: 

t 

(7) PI (i) = PI_I (i) (1 + B (i» 

and 

(8) PI (i) = PI_I (i) (1 + BI (i» 
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when Xt (i) and Pt (i) are given, then employment estimates Et (i) are 
derived by (9). 

(9) E (i) =X,(i) 
t P

t 
(i) 

for PI (i) > o. 

If one or both of Xt (i), PI (i) is/are missing, Et (i) must be given. 
The employment estimates by sector can easily be converted into 

employment by sector and occupation using a sector/occupation matrix 
(SOM). This is most commonly obtained from cross-sectional analysis 
of international comparative data or from time-series data for one or 
more countries having an economic structure similar to that of the 
economy under study.s Alternatively, and if planners' preferences can 
be ascertained, the coefficients of the SOM may be derived from a 
priority matrix. Because of the very special conditions governing the 
economy of the West Bank, comparisons could be misleading, and the 
latter approach is employed. The typical element of the SOM is Sjj with 
the following properties: 

(10) L Sjj = 1.0 
j 

(11) 0::; Sjj ::; 1.0 

Let qjjt be the elements of Lt (i,j) where Lt (ij) is the manpower 
requirements in sector i of occupation j needed to achieve the expected 
output target Xt (i). 

Let e't be the elements of Et(i), s" be the elements of SOM then 
1 IJt t 

qjjt = ejt x Sjjt with the following properties: 

(12) L q"t = L e't x S"t = e't L s" = e. J IJ J 1 IJ 1 J IJt It 

where L q" is the total manpower requirements for sector i at time t and . IJt 
L qijtisJthe total manpower requirements for occupational category j at 
time t. Thus, 

(13) ~ ~ qijt = LJ. ~ LFt (ij) = ~ Et (i) J 1 1 1 
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whereas, net manpower requirements NMR
t 
(ij), is 

(14) NRM
t 
(ij) = L

t 
(i,j) - LF

t 
(ij) 

3. The education simulation model (ESM) 

The ESM simulates the flows of students and trainees through the 
system on the basis of initial enrolments in the base year and assump-
tions about participation rates, drop-outs, repetition rates and promo-
tion rates. 

Participation rates are the percentage of students from a given age 
cohort. 

Repetition, drop-out and promotion rates, by definition, add up to 
unity. But drop-outs are split into two groups, those leaving at the end 
of the year having successfully completed the year and those who have 
not successfully completed the year. 

These parameters can be changed to reflect educational policies 
such as: higher participation of girls in a given programme, increased 
flows from secondary to vocational and technical training, or specifi-
cation of particular proportions of upper secondary school entrants to 
literary and science oriented courses, and the introduction of automatic 
promotion into higher grades, or the limiting of repetition to a maxi-
mum number of attempts. 

The ESM is based on a model by the same name originally devel-
oped by the United Nations Educational, Scientific and Cultural Or-
ganisation (UNESCO). It has, however, been significantly modified for 
use as part of our model. 

One such modification permits streaming control, a feature allowing 
for feedback adjustments between the economy and the educational 
system. For as long as it is important that the educational system does 
not produce more students in any discipline over and above the number 
needed to meet the manpower requirements, a feedback mechanism is 
required so that the ESM, while taking into account repetition, drop-out 
and promotion rates in various grades, can readjust its intake to post-
primary levels in order to meet the manpower requirements that are in 
accordance with developmental priorities (as defined by a predefined 
priority matrix). 

Another modification incorporates special conditions regarding age 
and labour force participation such as when certain schoolleavers ma,v 
not be able to join the labour force because of a minimum age 
stipulation or some other externally imposed sanctions. 

Finally, the ESM is adjusted to take account of those who never 
received any form of schooling but who ultimately join the labour force. 
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The following input requirements are defined: 

VAS 0 (c,a) = the existing cumulative underage schoolleavers by course 
c and by age a in the base year. 

Let AA = the minimum legal age to work minus one. 
BB = the minimum age allowed to attend any school. 

Fll...t (c) = rates of graduates from course c, in year t, to participate in 
the labour force. 

EQMt (c,ij) = entrance qualifications matrix for graduates from course 
c into sector i and occupational j in year t. 

(15) VASt (c,a) =VASt_1 (a,i) + SALt (c,a) 

dermed for all c which satisfies the constraints BB :s;; a :s;; AA .1 

and VAS, (c,BB) = SALt (c,BB) for all c. 
It is to be noted that VAS .... 

1 
(c,AA) will be allowed to join the labour 

force in year t. 
Let us define LGt (c) = the number of graduates of course c who will 

be eligible to participate in the labour force after they are filtered by 
matrix Fll...t (c) as 

(16) LGt (c) = Fll...t (c) X Gt (c) 

where Gt (c) = the number of graduates from course c in year t. 

Thus, 

(17) MSE, (ij) = L(ij) = L[EQM, (c,ij)] [LG, (c) + UASt_1 
(c,AA)] 

c 

where MSEt (i,j) = manpower supplies of the ESM to go into the 
labour force in sector i and occupation j in year t. 

It is noted that 

(18) ESM
t 
(i,j) = MSEt (ij). 

232 



JOBS. EDUCA nON AND DEVELOPMENT 

4. The manpower policy model (MPM) 
The basic function of the MPM is to allocate the output of the 
educational system, the existing labour force and newcomers to the 
overall SOM in accordance with the specific priorities of the economy 
and society. 

In the context of the occupied territories, the highest priority of 
MPM should be to employ the graduates of the educational system and 
to fmd alternative employment for those now working in Israel. In the 
areas where supplies are greater than requirements, two types of 
adjustments may be necessary. First, investment and exports should be 
treated as free variables whose magnitudes should be contingent on the 
maximum absorptive capacity of the economy. Second, at the same 
time adjustments in participation and repetition coefficients in the ESM 
will have to be made. 

The allocation of graduates of the ESM and returnees from employ-
ment in Israel will be conducted on an optimal basis determined by a 
linear programming model. 

Two major inputs are required: the priority matrix PM(ij,p) assigns 
a priority p to given sector i and occupation j. The manpower supplies 
from the ESM will be allocated to each sector/occupation in accordance 
with the priority matrix PM(ij,p). 

In PM (ij,p) 

p = 0 implies low priority 
p = 1 implies higher priority 
p = 2 implies the next higher priority and so on up to 9; 

Then the manpower requirements for ESM by priority p and by sector 
i and occupation j in year t will be 

ADt (ij) = [NMRt (ij)] [Iii (k)] 

where Iij (k) = 1, if k = P in sector i and occupation j 

Iij (k) = 0, if P = k in sector i, occupation j 

Namely, ADt (ij) is the additional national manpower required to be 
absorbed from those working in Israel in sector i and occupation j 
having priority p. 

Turning to the linear programming model, one of many which can 
be used in the current context, the objective is to maximise employment 
opportunities within the economy given other resources and technical 
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constraints on the economy. 
Maximise Z = L L q··t = L LA. .. X ·n subject to 

1 J 1J 1 J 1J 

(1) 
(2) 
(3) 
(4) 
(5) 
(6) 
(7) 
(8) 

where 
Yt 
Xit 
k. 

1 

Kt 
L 
ct 
el 

Mt 
Et 
Ft 
~ 
A.. 

1 

= the GDP of the occupied territories in the year t 
= the GDP originating in sector i in year t 
= the capital/output coefficient in sector i. 
= the total capital stock in year t. 
= the depreciation rate of the capital stock. 
= private consumption in year t. 
= the marginal propensity to consume. 
= the imports of the territories in year t 
= the exports of the territories in year t 
= net factor payments from abroad in year t 
= the marginal propensity to import. 
= the labour/output ratio in sector i. 

Before discussing the results of implementing the model, a general 
description of the educational and manpower situation in the occupied 
territories is necessary to provide a background to the conclusions and 
recommendations of the paper. 

IV. THE EDUCATION-MANPOWER SYSTEMS IN THE OCCUPIED 
TERRITORIES 

A number of distinctive characteristics of the demographic education-
manpower sub-systems in the occupied territories render the task of 
modelling them a complex undertaking. The following is a brief 
account of some of these characteristics. 

(a) The percentage of persons below 19 years of age is disproportion-
ally high. In 1985, more than 76 per cent of the total population ofthe 
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occupied territories was in the age bracket of 0-19 years. This is 
significantly higher than most other countries and is at least 6 percent-
age points above what it was in 1967. Those 14 years old and younger 
were about 47.1 per cent in 1983 and about 48.5 per cent in 1967.6 

(b) The natural population growth rates are high indeed, but the 
effective growth rates (when adjusted for net emigration) are modest 
for most years except 1983. Population growth rates in the Gaza Strip 
are significantly higher than those for the West Bank because of more 
restricted emigration opportunities. 

(c) The labour force as a percentage of the total population is very 
low indeed for both the West Bank and the Gaza Strip. This is the result 
of the low participation rates of women, the concentration of 'emi-
grants' in the working age groups and the high share of the young 
cohorts in the total population. 

(d) The proportion of the labour force from the occupied territories 
which works in Israel is very high. It represents over 45 per cent of the 
total number of people employed in the Gaza Strip and 33 per cent in 
the West Bank. 

(e) The overall rate of unemployment in the occupied territories is 
determined by the lack of investment and growth caused primarily by 
the restrictions of the occupation policies, but the variability in this rate 
is highly correlated with economic activity and hence with labour 
market conditions in Israel. 

(f) A total of311,243 students was enrolled in schools, colleges and 
universities in the West Bank in 1981/2. This represents over a third of 
the corresponding population.7 

(g) The literacy rate of the West Bank labour force is high by 
international standards. Only 16.6 per cent were illiterate, another 16 
per cent had 1 to 6 years' schooling, about 10 per cent had 7 to 8 years, 

Table 10.1: Labour force by years of schooling in the West Bank: 1984 

Years of Schooling 
o 
1-6 
7-8 
9-12 
13-plus 
Total 

Labour Force 
25,700 
24,400 
13,700 
26,800 

9,400 
100,000 

Source: Government of Jordan, Ministry of Education. 
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and a surprising 18 per cent had 9 to 12 years, and about 10 per cent had 
over 13 years. These rates appear even more impressive when taken in 
the context of the perverse relationship between educational attainment 
and employment noted earlier and the high concentration of educated 
manpower among those who emigrate (see Table 10.1). 

(h) There was a total of 166,584 students in the Gaza Strip in 1985/ 
6; the majority were enrolled in United Nations Relief and Works 
Agency (UNRWA) Schools (52 per cent). Almost all the others (43.5 
per cent) attended public schools.8 Few students were in post-secon-
dary schools (there is only one small institution of higher learning in 
Gaza). A larger proportion was at the secondary level, particularly in 
public schools, as UNRWA education ends at the ninth grade. 

(i) There are very few students in vocational schools in the West 
Bank and Gaza. The vast majority of students, 96.3 per cent, are in 
academic streams (see Table 10.2). This contrasts strikingly with the 
situation in Israel and in industrial or industrialising countries. 

(j) The educational parameters of the system are symptomatic of 
high drop-out rates and inefficiencies within the educational system. 
Although the parameters presented here were calculated from data per-
taining to the West Bank only, it is our judgement that they apply, 
perhaps even more strongly, to the case of the Gaza Strip. 

(k) There were six degree-granting institutions of post-secondary 
education in the occupied territories in 1986. Five of them were on the 
West Bank and one in Gaza. Al-Najah National University in Nablus 
had the largest enrolment with 3,007 students, Birzeit had around 2,404 
and Hebron and Bethlehem Universities had 1,746 and 1,197 students 
respectively. There were 4,570 students in Gaza and 1,420 in Jerusa-
lem. The total enrolment for the 1985/6 academic year was 14,344 
students. There were also 15 community colleges, all of them in the 
West Bank, with a total enrolment of 5,505 students in the same 
academic year. This gives a grand total of 19,849 post-secondary 
students.9 

Employability of university graduates in the occupied territories has 
been limited, with the consequence that a large proportion of them 
remain unemployed or emigrate. There were at least 5,376 unemployed 
graduates in the West Bank and 2,699 in the Gaza Strip in 1986, and 
the situation appears to be worsening. This number is quite possibly an 
underestimate given that it represents only those who register with the 
Graduates Club in Jerusalem. Just over half are from universities, the 
rest holders of the teaching or vocational certificates.10 

About 40 per cent of university students in the West Bank and Gaza 
are women. About a third of the student body were registered in the arts 
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faculties, 17.7 per cent in the sciences, 15 per cent in commerce, 13.7 
per cent in education, 13.5 per cent in law and Islamic studies, 4.5 per 
cent in engineering and 1.7 per cent in nursing and medicallaborato-
riesY 

Table 10.2: School enrolment in the West Bank: 198213 -1983/4 

Cycle 198213 1983/4 

Kindergarten 13,041 15,665 
Primary 192,836 194,Q42 
Middle 64,495 67,726 
Secondary Academic 37,382 36,610 
Secondary Vocational 1,442 1,673 
Community Colleges 2,272 4,773 
Universities 8,343 9,891 

Total 319,811 330,380 

Memorandum Item 
Share of Population (in per cent) 35.9 36.2 

Source: Government of Jordan, Ministry of Education. 

v. THE SIMULATION RESULTS 

The model described in Section III was tailored to the extent possible 
to fit conditions in the West Bank:. Many adjustments had to be made 
to render it operational. This involved a number of aggregations and the 
borrowing of parameter values from neighbouring countries. The 
simulation exercise should therefore be treated as exploratory and the 
results as preliminary. 

It is also important to recognise that the adopted model is too 
complex a system to be undertaken by a single research paper. Further 
work needs to be done and should involve a number of researchers in-
cluding economists, programmers, demographers, statisticians and 
educationalists. However, a number of interesting results emerged 
from even this preliminary treatment of the model. Some of these are 
shown here starting with the linear programming system working 
backwards. 

The following system was finally used: 
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Maximise 

0.745Vl + 2.931V2 + 1.65V3 + 0.778V4 

subject to 

-V-V-V-V+Y=O 1 2 3 4 
.78Y - E~ 33.8 
.3Y -I ~ 0 
.68Y -I -E = -20.8 
V

l 
~ 30.05 

V2~ 5.68 
V3 ~ 14.83 
V4 ~ 45.71 
0.745Vl + 2.93V2 + 1.65V3 + 0.778V4 ~150.2 

The national accounts and the labour force data are all for the West 
Bank in 1983. The value added figures are in constant prices of 1968 
and are expressed in millions of Israeli shekels (lS)P 

The coefficients of the objective function are derived as follows: 

Agricultural: 22.4/30.05 = 0.745. 

That is 745 jobs are needed to sustain one million Israeli shekels of 
value added in agricul ture in 1968 prices. Similar calculations are made 
for the rest of the sectors. 

Industry: 16.65/5.68 = 2.931 
Construction: 24.48/14.83 = 1.65 
Trade and Services: 35.57/45.707 = 0.778 

The marginal (average) propensity to import = M.= 1.5.1l= 0.78 
Y 96.3 

whereY=GDP 
Exports = IS 27.1 million in 1968 prices 
Net factor incomes from abroad = GNP-GDP = 132.1-96.3 = IS 33.8 
millions in 1968 prices. 

Marginal Propensity to Consume = Average Propensity to Consume 
= Consumption =~ 

Y 96.3 
= 109.6 

Labour force = 150.2 thousand persons. 
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1. The findings 

The optimisation experiments revealed a number of interesting results. 
(a) The West Bank could easily employ all of its labour force were 

exports to rise to IS 55 million and investment to IS 43 million in 1968 
prices. This represents a doubling of exports and the raising of real 
investments by 70 per cent over their 1983 levels. 

The engine of growth and absorption of the surplus labour (the 
unemployed and those crossing the 'green line ') is the industrial sector. 
The optimal value added in this sector rises to IS 23.1 million in 1968 
prices. This represents an almost fourfold increase over current values. 
Other value added contributions are left by their solution at their 
prevailing values in 1983. The selection of the industrial sector is based 
on its high labour/output ratio. 

As these changes may be viewed as drastic, the experiment was run 
incrementally. Exports were increased in steps ofIS 5 million (in 1968 
prices) until their value reached the value the solution assigned to it 
when it was determined endogenously. The shadow price of a unit of 
exports is equal to 3.76 and it represents the additional jobs which 
would emerge if exports were to rise by IS 1 million. Their value was 
derived as follows: 

An increase of IS 1 million in exports allows an increase in income 
of 1.0/0.78 = 1.282 because this increase in income is the one allowed 
by the balance of payments constraint such that exports are equal to 
imports. The increase of 1.282 units in income will come from the 
industrial sector which is the most efficient in generating jobs. Thus 
(1.282)(2.93) = 3.76. 

(b) The shadow prices on the other sectors' value added represented 
the loss of jobs that would emerge if income were to be increased say 
in agriculture instead of in industry. For example, the shadow price on 
the lower bound on agricultural output is 2.185. This number is the 
difference between the labour/output coefficients of the industrial and 
the agricultural sectors (2.185 = 2.93 - 0.745). 

(c) The maximum income attainable when employment is maxi-
mised approaches IS 113.7 million in 1968 prices. In other words, full 
employment in the economy would raise the GDP by 18 per cent. This 
is not a great deal and is perhaps the result of the relative openness of 
the West Bank economy, meaning that export-driven increases in GDP 
also lead to rising imports which dissipate a large portion of added 
income. It is also an indication that the industrial sector is efficient in 
generating jobs, but not very efficient in generating income. 

(d) When the objective function is changed and income instead of 
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employment is maximised, the value of optimal GDP rises to IS 136.5 
million, 42 per cent higher than 1983 values. Employment rises to 
almost 130,000. In other words, not all the labour force could be utilised 
domestically. Value added in agriculture rises to IS 70.3 million, or 
more than 2.3 times the prevailing values in 1983. In this case, exports 
would have to rise to IS 72.7 million in 1968 prices or increase by about 
268 per cent. 

The model is structured on an aggregate basis. This macroeconomic 
structure conceals and sidesteps the input-output structure of the 
economy. If this were to be incorporated, two basic changes are likely 
to appear: (1) increases in the value added in one sector are not possible 
without increasing value added in other sectors. Thus, the simple 
relationships identified here are only indicative of general tendencies 
but are not strictly accurate; (2) the most binding constraint on agricul-
ture in the occupied territories is lack of water which is functionally 
dependent on the policies and practices of the occupation authorities. 

2. The implications 

The implications of these results for the educational system are signifi-
cant. Below are some tentative suggestions of changes needed to 
reorient the system to an acceptable degree of harmony with the 
projected economic conditions. 

(a) There will be a strong demand for technicians and vocationally 
trained people to serve the needs of agriculture and industry where most 
of the new jobs would be created. Thus, the prevailing emphasis on 
general education would have to be re-evaluated. 

(b) The expansion of industry takes time and requires a long gesta-
tion period. Switching labour from Israel to the West Bank would be 
easy during the construction phase. When production comes on stream 
a different mix of skills is required. Training and re-training labour may 
become an important function of the educational system. 

(c) The efficient allocation of resources within the educational 
system requires the expansion of primary and middle level cycles and 
improvements in the linkages between the vocational and technical 
cycles. 

(d) Unemployment among university graduates could be reduced 
once investment and exports increased. Some retraining and under -em-
ployment may be unavoidable at the outset, but the connection at earlier 
stages of the educational cycles and in structure and level of economic 
activity could absorb resulting excess supplies in the near future. 
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VI. CONCLUSIONS 

The recognition of the important contribution that education makes to 
economic growth and development has heightened the interest in the 
examination of the efficient allocation of resources in the educational 
sector and in the optimal utilisation of the human resources that 
education produces. 

The West Bank is encumbered in its efforts to synchronise the 
manpower and the educational systems by the inability of the Palestini-
ans in the occupied territories to control either of these two elements and 
hence to reorient both systems towards national, self-reliant develop-
ment. Without a sovereign authority, the chances of reforming educa-
tion and stemming unemployment remain severely constrained. But 
what it takes to achieve better synchronisation between the economy 
and the educational system, and thereby achieve higher employment 
and growth, is clear and modest in terms of the resources for investment. 
Exports need to be increased substantially and investment must flow 
into the productive sectors, especially industry. Vocational and techni-
cal education should absorb higher proportions of secondary school 
graduates. Furthermore, and in light of the heavy dependence of the 
West Bank and Gaza on trade, measures must be taken to ease current 
marketing constraints. Arab markets could be opened selectively and 
consistently to absorb additional outputs of industry and agriculture 
from the occupied territories. 
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Society and Change in the Northern 
Jordan Valley 

Alex Pollock 

It is the aspiration of most development plans to achieve not just broad 
macroeconomic objectives such as improvement in the Gross National 
Product, but also to ameliorate the condition of producers themselves. 
In the occupied territories this has been particularly the case. With no 
national authority to consult, development agencies have had a close 
and direct relationship with peasant farmers and plans introduced in 
the region have aimed to improve both the productivity of the land and 
the living standards of those who work it. 

In this paper I shall examine the failure of development plans to 
bring about any fundamental change in the material conditions of life 
in one of the most intensively developed areas of the West Bank - the 
northern Jordan Valley. The area studied includes the seven villages 
of Bardala, 'Ain al-Beda, Marj Najeh, Zbeidat, Jiftlik, Frush, Beit 
Dajan and 'Ain Shibli. 

Salim Tamari and Rita Giacaman,in their 1980 study ofZbeidat, 
stated, ' ... the Zbeidat community, perhaps one of the most underdevel-
oped in the Middle East - lacking in health services, electricity, 
running water and schools - has acquired one of the most developed 
systems of agricultural technology in the world'.1 

Their observations, which apply equally to the other six villages 
in the region, are confirmed by a 1983 Arab Thought Forum (ATF) 
survey of the area2 and point to an acute degree of poverty and 
underdevelopment. 

For example, there is a general adult illiteracy rate of 48 per cent 
in an adult population of 2,667 (30 per cent of adult men are illiterate 
and 64 per cent of the women); 60 per cent of adult women have had 
no formal schooling. Overcrowding is chronic, with an average family 
size of eight and an average living density of five persons per room. 

245 



TIIE PALES11NIAN ECONOMY 

Forty-eight per cent of houses consist of one room; 43 per cent of 
households have no kitchen; 67 per cent no latrine and 77 per cent no 
running water. Women have to carry domestic water from wells often 
a considerable distance from their homes. Eighty per cent of homes 
have no electricity.3 

The statistical indicators describe a peasant community suffering 
a severe degree of economic and social hardship. How can one of the 
most technologically developed sectors of West Bank agriculture 
provide such minimal, if not completely inadequate, living conditions 
for the peasant producers? 

The answer to this paradox is complex and lies in the colonial nature 
of Israel's domination of the economy of the occupied territories, 
the impact of this domination on the social relations of the area and 
the failure of economic development plans introduced by external 
agencies significantly to challenge these structural determinants. Two 
theoretical perspectives can inform an analysis of this phenomenon: 
nationalist inspired dependency theory and Marxist class theory. I 
would argue, however, that taken independently they do not provide 
an adequate explanation of social relations in the Jordan Valley. 

Dependency theory describes social relations where one 
dominant nation, state or ethnic group expropriates a significant 
portion of the economic surplus of the indigenous economy at the 
expense of the subordinate nation, state or ethnic group. This model 
conceives of social change and the creation of poverty as an externally 
generated process, the result of economic exploitation and political 
oppression of the subordinate by the superordinate.4 

The main shortcoming of this theory is that it fails to explain 
relations of economic exploitation which are established within the 
structure of the subordinate state/nation and coexist with external 
economic and political control. Although dependency theory only 
provides a partial explanation of social change and the creation of 
underdevelopment it is an important tool in the formation of 
development policy and strategies. One of dependency theory's most 
appealing political features is its utilitarian nationalist propaganda 
function which underscores nationalist anti-imperialist and anti-
colonial struggles, ideologies and development policies. 

Marxist class theory focuses on relations between economic 
classes in which one socially dominant class (or its state 
representatives) economically exploits and politically oppresses 
another social class which is the primary producer of goods and 
services. Economic exploitation occurs not between nations per se but 
between classes. In Marxist schema, exploitation and oppression 
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between nations is facilitated through existing class relations within 
the dominant nation. 

At the level of prescribed political struggle the differences between 
Marxist and dependency theory are telling. Dependency theory 
normally proposes a united national anti-imperialist or anti-colonial 
struggle in which progressive elements of the national bourgeoisie 
provide the intellectual and ideologicalleadership.s Some Marxists 
view this prescription as a misguided panacea. They argue that lite 
anti-imperialist and anti-colonial struggle has to be fought on class 
lines and that an alliance should be formed between all objective 
anti-imperialist and anti-colonial forces but that within this alliance a 
political and ideological campaign has to be fought to unite all 
progressive forces in a socialist movement. Unless this is achieved, 
these Marxists argue, a social revolution will only succeed in replacing 
colonial or imperialist exploitation with national bourgeois class 
exploitation and oppression. 

These two theoretical perspectives articulate distinct pro-
grammes of social transformation and economic reconstruction. In 
terms of explaining social processes, however, they should not be 
viewed as mutually exclusive. In order to arrive at a detailed 
explanation of underdevelopment and poverty in most third-world 
countries a synthesis of dependency and class theory is required. One 
possible way of constructing such a synthesis is to conceive of depend-
ency among nations, states and ethnic groups as a conditioning 
structure which sets structural limitations on the form of class 
relations which develop. For example, the colonial, political and 
economic domination of the West Bank has set limitations on the 
internal development of the economy and the forms of class relations 
which underpin it. 

Taking this as my starting point I shall describe a number of external 
factors which impose structural limitations on the development of 
the Jordan Valley economy. Next I shall consider the way the 
productive forces, and the class relations of production and 
distribution, developed in the area during the period from 1975 to 
1984. 

I. STRUCTURAL LIMITATIONS IMPOSED BYISRAEL ON THE 
AGRARIAN ECONOMY OF THE NORTHERN JORDAN VALLEY 

Occupation dominates all aspects of the political and economic life in 
the West Bank. The Israeli military government imposes a series of 
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deleterious conditions on the development of Palestinian agriculture. 
Some are designed to prevent Palestinian agricultural output compet-
ing with Israeli agricultural produce, others arerelated to the Zionist 
programme of colonial expansion. Their impact on socio-economic 
conditions in the Jordan Valley falls in five main areas: 

(a) In the Allon Plan, the frrst post-1967 plan for the future of the 
occupied territories and the basis of the Israel Labour Party colonisa-
tion plan for the Jordan Valley, the region was designated an area of 
strategic importance to the Israeli state. Military planners say the 
Jordan rift provides the Israeli heartland with geographic depth, which 
would provide an early warning of military strikes from Jordan. A 
series of Nahal posts were established along the valley in 1968 
followed, from 1969, by a number of civilian agricultural settle-
ments.6 The establishment and expansion of Israeli settlements have 
meant that Palestinian farmers and Beduin herders have been continu-
ally subject to land expropriation and seizure of livestock since 1969.7 

Ibrahim Matar estimates that two of the settlements, Mehola and 
Argaman, were constructed on 13,100 dunums confiscated from the 
villages of Bardala, 'Ain al-Beda, Zbeidat and Marj Najeh.8 The legal 
situation of local Palestinian farmers is not made any easier by the fact 
that much of the land in the region - apart from the area around Jericho 
- is not registered in the Tabu or the Ottoman Land Register. 

Widespread land expropriation and absence of officially 
recognised land registration documents have been significant factors 
in blocking the development of a real estate market in farm land. This 
clearly inhibits the development of capitalist agriculture in the 
Palestinian sector. 

(b) The Israeli military authorities have imposed strict controls on 
Palestinian water utilisation, through the expropriation and destruc-
tion of artesian wells and limitations on well depth which has a direct 
bearing on water quality. Palestinians can excavate wells only up to 
120 metres in depth and no permit has been granted for a new well in 
the Jordan Valley since 1967.9 The Israeli water authorities and the 
settlements are allowed to drill deeper wells. These wells provide 
good quality water while water from the Palestinian wells is highly 
saline. Water and ground salinity restricts the type and variety of crops 
Palestinian peasant farmers can grow. Bananas and citrus fruits, for 
instance, will not grow under saline conditions. Saline water also 
imposes severe natural restrictions on farm ecosystems and Palestinian 
farmers are largely restricted to vegetable and field crops. 

Moreover, the quantity of water which Palestinian farmers are 
allowed to pump from their wells is tightly controlled by metering and 
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penalties for breaking restrictions are punitive. The A TF survey found 
36 per cent of all fanners reported water shortages. 

(c) The West Bank is seen by Israel as a legitimate extension of its 
own market and as such consumes a large amount of Israeli produce. 
Since Israeli agriculture is highly subsidised their produce often 
enters the West Bank market at prices below comparable Palestinian 
crops. Trade between Israel and theWestBank is almost all one-way. 
Palestinian access to the Israeli market is extremely restricted. In 1984, 
for example, four tons of tomatoes from the whole of the Jordan Valley 
was officially allowed to enter Israel. The result is that if Palestinian 
fanners want to increase their income they have to look to exports via 
Jordan. This strategy is fraught with difficulties as the Jordanian 
authorities control movement across the bridges for their own 
economic and political interests. 

(d) Since the beginning of 1983 the peasant fann communities of the 
Jordan Valley have been subject to Military Orders 1015 and 1039 
restricting the planting and production of commercial vegetables and 
fruit. 1o Grapes, plums, tomatoes and eggplants are the crops particu-
larly affected. Tomatoes and eggplants are the most important 
sources of income for the Jordan Valley fanners. Since 1983 no fanner 
has been allowed to grow these crops without fIrst obtaining permis-
sion from the Israeli authorities. 

(e) Finally, the Israeli military authorities have refused, except for 
one or two special cases, to allow fanners in the Jordan Valley to 
construct adequate and permanent dwellings. During 1984 the 
military authorities destroyed the homes of 73 fanners in the Jiftlik 
region, claiming they were unlicensedY This creates instability and 
makes it very difficult for fanners realistically to plan a long-term 
future. At present they live on a day-to-day basis and hope that their 
conditions will not deteriorate too drastically. 

II. DEVELOPMENT OF THE PRODUCTIVE FORCES 

The northern Jordan Valley has a number of features characteristic of 
a regional export-enclave economy. It specialises in the production 
of vegetables for the internal West Bank market and export via Jordan. 
The seven villages studied in the A TF survey have a total of 17,389 
dunums under production, 72.3 per cent (12,566 dunums) being 
cultivated with vegetables. Tomatoes are grown on 40 per cent (4,965 
dunums); another 18 per cent (2,196 dunums) were under eggplant 
production. The overall importance of these two crops is further 
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highlighted by comparisons with the total number of dunums under 
eggplant and tomatoes for the whole of Israel. During the 1982/3 
season Israel grew tomatoes on 61,600 dunums. The seven Jordan 
Valley villages harvested an equivalent of 8 per cent of this total. The 
figures for eggplant production are far more revealing. During the 
same period Israel had 5,300 dunums of eggplant while the seven 
villages produce the equivalent of 41 per cent of the total Israeli 
dunumage.12These two crops are the most important sources of export 
revenue for the villages. Fifty-two per cent of all tomatoes and 25 per 
cent of all eggplants are exported (250,000-300,000 tons of tomatoes 
and 17,000-20,000 tons of eggplants) giving a regional export income 
of between JD 6.25 and 7.5 million. 

The reason for the heavy preponderance of tomatoes and 
eggplants is simply explained. During the early 1970s a number of 
foreign non-governmental aid organisations became interested in 
establishing a drip irrigation project with the aim of offsetting 
backward rural production and poverty in the Jordan Valley.13 These 
agencies were motivated by commendable humanitarian values and, 
often, by ideological commitment to alleviating the worst aspects of 
Israeli colonial rule. However, the manner in which they sought to 
make their intervention was modelled on classical diffusionist lines. 

The diffusionist model of agrarian reform views the problem of rural 
poverty and underdevelopment as essentially stemming from techno-
logical backwardness. The main policy initiatives which flow from 
this assumption are based on the belief that poverty and underdevel-
opment can be checked by sending agricultural extension agents into 
the countryside to diffuse the backlog of technological knowledge 
about new equipment and plant species.14This equipment is then made 
available through international aid transfers and grants. The approach 
is rationalised by technological determinism which is technocentric 
and thus fails to consider that existent social relations might 
themselves be part of the problem of poverty generation. Social groups 
whose exploitative influence such a policy should aim to curb soon 
adopt the same technologies. 

In the Jordan Valley the combined efforts of the aid agencies, large 
landowners and commission agents in implementing the process of 
technology transfer led to a virtual agrarian revolution in the mid-
1970s. This revolution was biochemically based and augmented by 
plastic water conservation systems. There was a major change from 
traditional earth-furrow irrigation systems to plastic pipe drip 
irrigation. High-yield hybrid strains with saline-resistant properties 
replaced older breeds and inorganic fertilisers were introduced. IS The 
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improvements which occurred can be classified as a vegetable crop 
variation of the field crop 'Green Revolution' which swept through 
South East Asia and Latin America between the mid-1960s and early 
1970s. It was based on high-yield varieties of rice and wheat aug-
mented by forms of intermediate technology.16 The technology 
transfer in the Jordan Valley had low capitalisation costs since the 
technology was intermediate and did not directly consume energy. It 
did, however, significantly increase annual production input costs 
which are recurrent and subject to inflationary spirals due to world 
market pricing. At the time of their introduction these improvements 
were within the foreseeable financial capacity of the majority of 
peasant farmers in the region, although in order to purchase the 
equipment they had to raise money through foreign-funded aid grants, 
savings, loans and credit. 

The most important effects of these transfers were: 
(a) The technology introduced was labour-saving in the early and 

mid-season. Labour time was thus saved in field preparation, 
weeding and irrigation preparation. Because drip irrigation is water 
conserving and because the military authorities' water restrictions 
refer to volume and not area under irrigation, farmers were able to bring 
most, if not all, of their arable land under irrigated production. Drip 
irrigation can also be used in hilly areas which permitted an increase 
in the area of irrigated land. 

(b) Because there are acute problems with water and ground salinity 
in the region, tomato and eggplant specialisation became inevitable. 
These are the two vegetables with high-yield varieties which are at the 
same time resistant to saline conditions. 

(c) The introduction of intermediate drip irrigation technology, 
chemical fertilisers and hybrid plants increased crop tonnage per 
dunum of tomatoes and eggplants by between 500 and 800 per cent. 
This initially made farming very attractive to peasant farmers, 
landlords and commission agents alike. In the early phase of these 
introductions farming was both more profitable and more productive. 

(d) The 'Green Revolution' in Jordan Valley agriculture, as well as 
making it one of the most developed regions in the Middle East, has 
made peasant farmers much more dependent on the market. The 
number and extent of market transactions has intensified and all farm 
inputs now have to be purchased at international prices. Previously, 
most seeds, fertilisers and simple equipment would have been produced 
on the farm or bought in the vicinity. 

(e) Output as well as input costs have increased with improved 
productivity. Transportation, labour, packaging and exportation costs 
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have all risen. 
It was hoped by developmentalists that the increase in 

productivity, trade and capital flows engendered by technological 
improvements would begin to offset the worst aspects of poverty and 
underdevelopment. And in Zbeidat, at least, during the period 1980 to 
1981 it appeared outwardly that important steps in the eradication 
of rural poverty were under way. During this period the villagers 
increased their disposable income considerably. They were able to 
raise enough money, and to get permission from the Israeli authorities, 
to build larger houses with bedrooms, kitchens and, often, inside 
toilets. Plans were well advanced for the introduction of a 
gravitational piped water system which would supply all houses in 
the village. Electricity supply was also updated and improved by the 
purchase of a new generator. 

Improvements could not be sustained, however. When I made a 
field visit to Zbeidat in May 1984, local farmers reported the season 
had been the worst in living memory. They received only IS 60-5 for 
a 15 kilogram box of tomatoes and IS 30 for a similar crate of 
eggplantsP Farmers were not allowed to sell any of their produce in 
Israel and exports through Jordan were held up until February by 
Jordanian import restrictions. By the time the Jordanian market 
opened up, Zbeidat eggplants and tomatoes were beginning to rot in 
the fields. Farmers lucky enough to sell their produce in Jordan 
received only JD 0.030 for a 12 kilogram box of tomatoes. A number 
of farmers I interviewed said they had exported 1,200 kilograms of 
tomatoes to Amman on which they made a net loss of JD 10 after 
transport, marketing and porterage costs. 

The reasons for such poor retmns were partly climatic. The 1984 
season finished two months earlier than usual due to adverse weather 
conditions. There was a negligible amount of rainfall during the 
growing season and this affected plant quality. Further, the Jordan 
Valley dried out faster than is normal because the previous winter was 
warm and dry. In a normal season farmers would be harvesting plants 
until April or May. However, eggplants and tomatoes rotted because 
of the combined heat and aridity whose effects are intensified by 
salinity. 

Because of the disastrous season farmers became indebted once 
more. One informant, a tenant farmer, showed me bills and receipts for 
over JD 1,000 which he had to repay to the region's largest landlord, 
a Nablus-based merchant. The bills covered all farm inputs: 
fertilisers, insecticides, plastic sheeting, drip irrigation equipment 
and the hire of tractors for ploughing and the laying out of plastic 
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sheeting. This particular farmer considered himself lucky to owe so 
little. Other farmers owed as much as JD 3,000 and most were 
indebted to the tune of around JD 2,000. The farmers we spoke to said 
that in previous bad seasons when they used the old techniques they 
had accumulated debts of around JD 200. A debt of JD 2,000 was 
previously unheard of and almost unimaginable. 

All the farmers were deeply concerned about the implications for the 
future, since they claimed that they did not have enough money to 
support their families, let alone payoff their debts. The fears were well-
grounded. In the 1985 season a small independent farmer working 40 
dunums could expect to make a profit of approximately JD 4,000. This 
may sound quite substantial but it should be remembered that this sum 
has to be shared in a household containing betweeen four and six adult 
members. Moreover, Zbeidat farm units are on average around 20 
dunums. More importantly, Zbeidat farmers are not independent 
smallholders. The majority are involved in sharecropping compacts 
which means they have to pay 50 per cent of their net yields to landlords. 
Thus, unless repayment of these loans is met from hidden sources the 
farm income of Zbeidati sharecroppers is unlikely to be adequate to 
repay their loans fully. Structural indebtedness is the likely outcome. 

This cautionary tale is not unfamiliar. There is a great deal of 
literature on the aftermath of the 'Green Revolution' from South East 
Asia and Latin America, which relates a series of similar cases. It 
clearly shows that the 'Green Revolution' technology has brought 
economic benefits to a limited group (by and large the middle peas-
antry, large landlords and agrarian merchant capitalists) while the long-
term effect on the small peasantry has been the intensification of 
poverty, de-peasantisation and proletarianisation.18 A familiarity with 
this literature on the part of the development agencies working in the 
West Bank would certainly not have solved the situation in the Jordan 
Valley, but it could have curbed the worst excesses of their policies and 
allowed them to focus more clearly on existing social relations as the 
root of the problem of poverty and underdevelopment. 

III. PEASANT CLASSES, MERCANTILE CAPITAL AND THE 
EXTRACTION OF ECONOMIC SURPLUS 

I have referred to the peasantry throughout this paper as if it were a 
homogeneous social group. This is a useful shorthand but the peasantry 
is not a single classification. It includes a number of distinct forms of 
relations of production and class. In the Jordan Valley there are three 
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forms of land tenure: small holding, cash tenancy and sharecropping, 
which for all practical purposes we can treat as three forms of class 
relations of production. Each type of tenure has distinct ways in which 
the economic surplus is transferred from one class to another within the 
actual relations of production. These processes are conventionally 
referred to as economic exploitation, i.e. exploitation mediated through 
the relations of production. 19 

In small holding production there is no economic exploitation at the 
level of production relations per se, since there is no transfer of surplus 
product between social classes. The small holding family does not pay 
rent or service dues and works its own land. Exploitation occurs inside 
the household and is based on the sexual division of labour and patri-
archal control of property. 

In cash tenancy a portion of the farm product is syphoned off in the 
form of rent. This form of exploitation is properly termed rentierism. 
Rentier capitalism has largely failed to develop in the Jordan Valley 
for the reasons mentioned above, namely, the absence of a real estate 
market in farm land. Such rentierism as does exist is diffuse and there 
is no extensive land renting by large private owners. The major rentier 
in the north Jordan Valley is the Israeli military government which, 
for very specific historical reasons, rents lands to the village of 
Zbeidat at nominal rates.20 

In sharecropping there is direct economic exploitation and 
economic transfer at the level of production relations.21 

Sharecropping is a contractual relationship between the peasant 
producers and their landlord. Historically there were significant 
variations in the forms which sharecropping took in Palestine but today 
we can identify three distinct forms of contract 

(a) The most widespread form is where the sharecroppers provide 
their own and their families' labour and additional wage labour if 
needed during the harvest season. The landlord provides land, water, 
water pump (if required) and fuel for the pump. Seeds, fertiliser, 
insecticides, drip irrigation equipment and all other inputs are 
purchased jointly. The final crop is shared between the landlord and the 
tenant on a fifty -fifty basis, normally set at the market price. The A TF 
survey showed that 85 per cent of sharecroppers in the villages of 
the northern part of the Jordan Valley had this form of contract. 

(b) Nine per cent of sharecroppers in the valley have a contract in 
which they provide their own and their families' labour plus wage 
labour if required and the landlord provides all inputs. Under this type 
of contract the tenant receives one-third and the landlord two-thirds 
of the final crop. 
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(c) In this form of contract the landlord only provides the land and 
the sharecropper finances all inputs and labour. On the basis of this 
contract the landlord receives 15 per cent and the sharecropper 85 
per cent of the net yield. The A 1F survey revealed only one farmer with 
this form of contract. 

In the seven villages studied the A TF found a total of 566 individual 
land tenures: 72 per cent of these were shareholdings, 17 per cent small 
holdings, 8 per cent cash tenancies and 3 per cent shepherd holdings. 
These figures refer to tenures and not individual farmers. It is often 
the case that one individual may occupy more than one tenure or 
agrarian class location. In Zbeidat, for example, it is common for 
a peasant to be a cash tenant and a sharecropper simultaneously, 
renting land from the Israeli Department of Absentee Property for 
cash payment and sharecropping for an absentee landlord. 

It is my contention that, by and large, although economic relations 
of exploitation and transfers of economic surplus through class rela-
tions exist at the level of economic production, and the level of 
exploitation is particularly intense in sharecropping, this is not the 
main mechanism of surplus transfer and exploitation in the Jordan 
Valley. The main beneficiaries of technological improvement and 
increased productivity have not been the peasantry or their landlords, 
but urban-based mercantile capitalists. Therefore, by implication, the 
most important mechanism of surplus transfer and economic exploi-
tation is mercantile control over agrarian markets. The most intense 
form of exploitation of the peasantry occurs when they act as 
consumers and sellers, rather than in their role as economic producers. 
I showed previously how technological transfers increased the degree 
of commoditisation, inasmuch as the peasants' market relations as 
consumers and as producers of goods for market sale have become 
both more extensive and intensive. Almost all farm production now 
enters the market and there is a minimal amount of household 
subsistence production. The manner in which the economic surplus is 
transferred from the peasantry to mercantile capital is as follows: at 
the end of the crop cycle the peasant encounters mercantile capital in 
the form of the commission agent, who operates as a wholesaler and 
auctioneer in the hisbeh (fruit and vegetable market). These markets 
are located in the urban centres. The commission agent sells the crop 
at auction and receives between 5 and 12 per cent of the price. The 
agent also provides a number of other services which serve to bind the 
peasant. For instance, tomatoes sent to sale have to be packed in 
regulation boxes which the commission agent sells to the farmer for IS 
40 and buys back for IS 35 at the end of the season. In the course of 
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a season the IS 5 profit per box is multiplied hundreds of thousands 
of times for the larger merchants. Commission agents are, too, the 
main transport hauliers and peasant farmers also have to pay porterage 
costs. The big commission agents are also the main dealers in 
seeds, fertilisers, insecticides, plastic sheeting and drip irrigation 
equipment. These market relations are often reinforced through 
patronage and patriarchal networks. 

In the Jordan Valley there is a visible trend towards the horizontal 
integration of the marketand sales functions in a number ofpowerful 
merchant families. This is particularly the case for one such family 
whose key members are commission agents for 26 per cent of all 
farmers in the Jordan Valley. This horizontal integration incorpo-
rates the auctioning of crops, provision of transport and packing 
services, sale of agricultural inputs and the renting offarm machinery. 
Merchant capital, therefore, profits from every peasant money trans-
action. 

Although the process of horizontal integration is well established, 
monopoly pricing does not occur as long as the peasants remain 
independent of direct control by their commission agents. If they are 
not subject to direct control they can sell their produce through the 
agent from whom they get the best commission and buy their inputs 
at the lowest price. 

Recently, however, there has also been a much more pernicious 
development-the combination of horizontal and vertical integration. 
The commission agent is becoming the landlord to a significant 
number of tenants. In this process the market and production relations 
of exploitation become interlocked and the peasants' room for 
manoeuvre in the free market is curtailed. The commission agents use 
their position as landlords to force their tenants to buy only from them. 
Under these conditions the monopoly pricing of farm inputs above 
free market prices becomes established. The agents have also 
exploited their dual positions as landlords and suppliers to develop 
a series of semi-legal mechanisms to drain the peasantry's financial 
resources. One example is the system of 'enforced credit' where the 
peasant has to buy goods on credit even if they can afford to pay cash. 
They therefore have to pay premiums in the form of interest rates. 

As long as these relations develop unchecked it is unlikely that the 
Jordan Valley peasantry will break out of the cycle of poverty and 
underdevelopment. The poverty cycle is not a natural catastrophe over 
which there is no social control. The poverty of the majority in the 
Jordan Valley, as elsewhere in the third world is the obverse side of the 
wealth of a powerful few. Poverty and wealth are interrelated aspects 
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of economic and social class relations. Any serious challenge to the 
causes of poverty must take into account that it will inevitably come 
up against powerful vested interests who will not wish to see their 
ability to control capital accumulation diminish. 

These last points take discussion of genuine social and economic 
development far beyond the traditional diffusionist agrarian reform 
strategy. They also take the debate beyond nationalist liberation 
ideology and its political strategies which seek to put off discussion of 
economic change and transformation until after the liberation struggle 
had been won. 

lf development is to promote the transformation of agrarian poverty 
and underdevelopment it must challenge both conditions and causes 
simultaneously. This means challenging colonialism and class exploi-
tation. Because of the mutually reinforcing relations between colonial-
ism and class structure, this struggle cannot be put off until the creation 
of a national state but has to be fought simultaneously and in the context 
of a national liberation programme. It must also constitute the basis for 
a genuine and effective development strategy.22 
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Dispossession and Pauperisation: 
The Palestinian Economy Under 

Occupation 

Yusif A. Sayigh 

I. INTRODUCTION 

This paper deals with the economy of those parts of Palestine which 
were occupied by Israel in June 1967, namely the West Bank and Gaza 
Stripl and attempts to identify and assess the overall economic impact 
of occupation. I propose to establish two central points: 

(a) The economies of the occupied territories suffer from heavy, 
far-reaching and debilitatiogdependence on the Israeli economy. This 
dependence, however, is so special and atypical, and reaches so far 
beyond the specifications attached to the paradigm of dependency 
in the mainstream development literature, that it is imperative to 
qualify the notion heavily if it is not to be misleading, and to search 
for a more apt characterisation of the state of the occupied economies. 

(b) The economies of the West Bank and the Gaza Strip have 
suffered pauperisation over the years, notwithstanding some 
outward appearances of prosperity and Israeli claims of economic well-
being under occupation.2 

n. DEPENDENCY AND BEYOND: THE POLITICS AND 
ECONOMICS OF DISPOSSESSION 

Most of the surveys and analyses of the economies of the West Bank 
and the Gaza Strip explicitly or implicitly suggest the heavy 
dependency of these economies on the economy of Israel. Even some 
Israeli social scientists have underlined the state of dependence, with 
criticism of the Israeli motives and policies that have brought it 
about.3 But frequently emphasis is placed by Israeli writers on the 
interdependence between the economies of the occupier and the 
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occupied. This is understandable, as the notion of interdependence 
provides a convenient euphemism to sweep under the carpet the 
notorious aspects of dependence. 

I will not describe here conventional theories of dependence. The 
ground has been well covered. It will be sufficient for present 
purposes to indicate below the main areas where the dependence 
of the occupied territories is most clearly observable. My concern will 
essentially be, first, to demonstrate those aspects and areas where the 
relationship between the economies of the occupied and the occupier 
radically deviates from the conventional pattern of dependence, and 
secondly, to identify the real relationship beyond dependence and its 
determinants. 

1. Trade 

This is perhaps the most obvious and measurable area of dependence 
which, together with the employment of Palestinians in the Israeli 
economy, has received most attention. The West Bank and Gaza Strip 
constitute a virtual 'captive market' for Israel's exports. For several 
years now, the occupied territories have been the second largest 
importer from Israel,after the United States. In 1983, these territories 
imported US$ 680.5 million worth of Israeli goods, while the United 
States imported US$ 1,329.2 million. (Israel's total commodity 
exports were valued at US$ 5,574.3 million.)4Commodity imports 
from Israel constitute just over 90 per cent of total imports to the 
occupied territories. 

Significantly, industrial imports to each of the two occupied areas 
are roughly seven times as large as agriCUltural imports.s By itself, this 
fact suggests the extreme modesty and sluggishness of the manufactur-
ing sector in the occupied territories. This verdict acquires greater 
poignancy when read against the background of deliberate Israeli 
policies and measures which block the expansion of Palestinian 
manufacturing industry, and make it extremely difficult for Arab 
importers to buy goods from other countries. On top of this, as Sheila 
Ryan says, the occupied territories market is 'a convenient dumping 
ground for shoddy Israeli industrial products which could not compete 
with the local manufacturers of the industrialised countries of Europe 
and North America' .6 

Dependence in the area of trade can also be seen, though not as 
dramatically, with respect to exports from the occupied territories. 
Israel absorbs 73 per cent of the total commodity exports of these 
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territories, with the value of industrial exports six times as large as that 
of agricultural exports.? However, the predominance of industrial 
commodities in the composition of total exports, like the proportion 
of these going to Israel, is misleading in itself and has led to the 
superficial assertion that the two parties to the exchange are interde-
pendent By far the largest part of Palestinian industrial exports consists 
of re-exported Israeli goods. These were originally imported by sub-
contractors in unfinished form. They are finally sold in the Israeli 
market or exported elsewhere. This exchange makes only a modest 
contribution to the manufacturing process in the West Bank and the 
Gaza Strip, and to the value added accruing to them. More seriously it 
constitutes misleading evidence of interdependence between the two 
parties concerned. It is even more misleading when interpreted as an 
instance of dependence by the occupier on the occupied, as it has been 
by some analysts. The former, through the subcontracting arrangement, 
essentially capitalises on the fact that labour is cheaper in the occupied 
territories than in Israel, and therefore takes more surplus value from 
the occupied economies as a result. 

Two other relevant considerations stand out: fIrst, that the West 
Bank and the Gaza Strip have very little choice with respect to the sub-
contracting and re-export relationship, having been deprived of most of 
their freedom of economic (and essentially, of political) decision 
making and action, and of inputs vital for the independent development 
of manufacturing industry; secondly, to the extent that the relationship 
is forced on the West Bank and the Gaza Strip, the structure of their 
economies is so distorted as to suit primarily the interests and priorities 
of the Israeli economy. 

2. Labour 

Because the occupied economies are forcibly restricted in size, range 
and rate of expansion, and their structure is deliberately warped to serve 
the purposes of the occupier, employment opportunities grow much 
more slowly than the labour supply. There are as a result several areas 
of structural deformation. These include: 

(a) Agriculture, where land expropriation/confiscation and water 
appropriation and control by Israel have over the years forced a 
substantial proportion of the agricultural labour force out of agriculture. 

(b) Handicrafts, where hundreds of craftsmen have had to give up 
their traditional occupations both because of the stiff competition of 
cheap Israeli manufactured substitutes, and because the Israelis have 
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diverted a substantial part of the tourist business away from Palestinian 
markets and tourist sites. 

(c) Manufacturing industry, a potentiall y significant labour -absorb-
ing sector, whose growth and diversification have been severely 
blocked by restrictive Israeli policies. 

(d) The civil service, which is now largely run by Israeli personnel. 
(e) Construction, which would absorb a lot of labour were the 

occupation authorities to allow housing activities to expand in 
response to the pressure of the market. 

Together, these structural deviations and distortions have resulted in 
the loss of work opportunities for roughly half the work force. The 
larger part of the shortfall- about two-fifths of the work force - has 
been absorbed in Israel. A total of 87,000 Arab workers from the 
West Bank and the Gaza S trip are officially reported to have been 
employed in 1983 in Israel. This constitutes 37.8 per cent of the 
232,500 total of employed persons (32.7 and46.5 percent for the West 
BankandGazaStriprespectively).8Butthese data are widely believed 
to understate the facts. The migrant work force is engaged in menial, 
low-skill jobs in Israel; it comprises many teenagers; and it is either 
forced to commute back and forth between residence and place of 
work in great discomfort, or else to sleep illegally in Israel in squalid 
and unhygienic conditions, and thus to risk harassment by the police. 
That part of the labour supply not employed in Israel (or the occupied 
territories) tends to emigrate after exhausting its meagre savings and 
endurance while looking for gainful employment. 

Some analysts see in the employment of occupied territories 
Palestinians by the Israeli economy a case of dependency by the latter 
on the West Bank and the Gaza Strip -a fact thought to balance the 
dependence of these territories on Israel. Others consider the 
employment an example of interdependence - indeed, some see it as 
a healthy development potentially conducive to peaceful co-existence 
and co-operation between Israel and a hoped-for Arab state.9 

I consider these interpretations to be utterly fanciful, motivated 
at best by wishful thinking, if not a deliberate effort to confuse. The 
employment of Palestinians in Israel is of minor significance for the 
Israeli economy: it is not as crucial relatively speaking as the 
employment of some 40 per cent of its work force is to the economies 
of the West Bank and the Gaza Strip. Furthermore, none of the 
Palestinian labourers is engaged in the crucial, strategic branches of 
any sector, and none in a highly skilled capacity (except in 
construction). But to carry the argument for the employment in 
question to the realm of politico-economic problem solving, as Ja'far 
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does in the Khamsin correspondence referred to (see note 9), or 
as Tuma and Darin-Drabkin do in their book when they investigate 
the feasibility of a Palestinian state in the West Bank and the Gaza 
Strip, is to ignore the moral and economic, as well as the national, 
implications of continued dependence of many thousands of Palestini-
ans on the Israeli economy for work. In effect, this would codify 
dependence and endow it with praiseworthy virtues. 

3. Finance 

In typical instances of the dependency of peripheral countries on 
industrial countries at the centre, the former obtain a significant part of 
their investment fmance and working capital from the latter. External 
finance is thus one of the symbols and bonds of dependence, and it 
constitutes one of the distinguishing developments of imperialism 
in Lenin's formulation.1°However, one of the atypical aspects of the 
dependence of the occupied territories is that Israel provides 
virtually no investment finance. This is in spite of the fact that Arab 
banks in operation before June 1967 remain closed and only in the late 
1980s have two been allowed to re-open and operate under especially 
restrictiveconditionsYThe economies of the West Bank andthe Gaza 
Strip have had, therefore, basically to depend on financial flows from 
(the East Bank of) Jordan, the substantial inflow of remittances from 
West Bank and Gaza Strip residents working abroad to their families 
back home, and, since 1979, on aid from the Jordanian-Palestinian 
Joint Committee for the Support of Steadfastness (fed by a special 
fund established and financed by Arab governments). These flows, 
plus local savings, make up the resources available for investment 
and working capital. The instruments that manage the transfer and 
circulation of these resources fall into two categories: a large number 
of institutions (municipal councils, co-operative societies, and the like) 
through which funds are received and allocated; and a number of 
small credit and money changing businesses. 

The stringency of financial transfers from Israel is a matter of policy. 
The observer is faced with a paradox here: on the one hand, the absence 
of Arab banks, and therefore the dependence of Palestinians, of 
necessity, on Israeli banks and on the other hand, the restriction by these 
banks of their operations in the occupied territories, through the 
application by Israel of quantitative and qualitative limits and very 
high charges and interest rates. A situation has deliberately been 
created where finance is restricted at both ends: the Palestinian and the 
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Israeli. In fact, Israel itself benefits from the outflow from the West 
Bank and the Gaza Strip into its money market of a significant portion 
of the foreign exchange coming in. 

4. Inrrastructural services 

In terms of services the occupied territories basically have to depend 
on themselves, or suffer serious shortages. There is a wide discrepancy 
between the very limited road building or maintenance undertaken to 
serve Palestinian areas and communities, and the elaborate highway 
and road grid designed and built to connect the occupied territories, and 
especially the Jewish settlements there, with Israel, and to link the 
settlements together. The same can be said of the inadequacy of the 
water network serving Palestinian (especially rural) areas, compared 
with the water system that serves Jerusalem and the Jewish 
settlements. This is apart from Israel's takeover of Arab water 
resources as we shall see later. The occupying power follows a 
restrictive electrification policy which forces the occupied territories 
into total dependence on the Israeli grid. 

Israel's negligence of the social infrastructure is even more glaring. 
It makes minimal efforts in the fields of education and health. But this 
does have the silver lining of promoting self-reliance. In order to 
maintain the facilities which existed before Israeli occupation, and to 
add to them, Palestinians have had to act independently with the 
financial help of Palestinians abroad and other Arabs, as well as some 
help from international bodies. The performance is more marked in 
the field of education than that of health. On balance, so far as physical 
and social infrastructural services are concerned, dependence is much 
less significant than expected. This is not because Israel does not want 
to subject the territories to extended dependence; it is rather because 
it wants them to go without much of the infrastructure input in 
question to the extent possible while making it difficult for them to 
undertake the provision of these services themselves to the extent 
desired. 

ID. DEPENDENCY AND DISPOSSESSION 

1. The usurpation of power 

The identification so far undertaken of the areas of dependency would, 
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if taken by itself, suggest an overall state of partial or spotty 
dependence. But it would be erroneous to draw this kind of conclusion. 
For a balanced conclusion it is necessary to look at the global impact 
of Israeli intentions, policies and behaviour on the economies of the 
West Bank and the Gaza S trip in two respects: the degree of freedom 
available in economic decision-making, and the availability of the 
means needed to translate such decision-making into concrete 
programmes and projects aimed at far-reaching improvement in the 
economic performance of the population, and in consequence on its 
living standard and quality of life. 

The weight of evidence shows that Israel has largely succeeded in its 
determined attempt to tie the economies of the occupied territories to 
its own. From the nature and extent of Israel's policies and actions, 
and more pragmatically by the results achieved, a three-faceted 
intention emerges: to severely restrict the expansion and diversifica-
tion of the occupied economies; to keep the two areas as largely non-
communicating entities; and to further fragment and segment each of 
them internally. In this way the stunted economies both complement 
the Israeli economy and are also heavily dependent upon itP 

The exploitation of the occupied territories is effected by Israel as 
an entire social formation - by its government, its capitalists and its 
labour alike. The shades of difference between the behaviour of Israeli 
management and labouronly marginally qualify, but do not invalidate, 
this statement The Palestinians, who suffered external colonialism 
under the British, suffered it again at the hands of the Zionist movement 
as an aggressive force from outside and now suffer it at the hands of the 
Israeli state as an occupier. But, in this last instance, and within the 
framework of Zionist ideology, they suffer it as internal colonialism 
beyond the purely military/political aspects of the occupation.13 This 
internal colonialism is much more destructive than the normal form of 
external colonialism, since it has combined the uprooting, disposses-
sion and displacement of the national population with the imposition 
of a stunting state of dependence on those who remain in the country. 
(Roughly half the Palestinians are now in the diaspora, after the 
Zionist takeover of most of Palestine in 1948, and of the rest of the 
country in 1967.) Israeli occupation has usurped the power of 
decision-making of the occupied through its effective and comprehen-
sive web of policies, laws and regulations, measures and court rulings 
and orders. In addition, Israel tightens the noose around the 
economies of the West Bank and the Gaza Strip by withholding such 
essential means of economic growth as finance, capital goods, raw 
materials, licenses and vital infrastructural services. 
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2. The nature of Palestinian dependency 

The usurpation of the power of economic and political decision-
making is only one aspect of the particularity of dependence in 
the occupied territories. This particularity is important enough to 
deserve some discussion. I proposed in the Introduction that the 
paradigm of dependency does not adequately describe the case of the 
occupied territories. This is partly because this case has features that 
do not constitute components of the paradigm as generally established 
in the relevant literature (notwithstanding the special nuances of 
different subschools)I4 and partly because the case is one where the 
crisis of the occupied territories goes beyond dependence into outright, 
crude and brutal dispossession. Before discussing the nature and 
extent of dispossession in the last part of this section, we will now turn 
toan identification of those features of the present case which deviate 
widely from the recognised features of dependence. 

The primary deviation, and the one with the most serious 
implications, is the fact that the peripheral entity is a part (and the 
smaller one at that) of the same geographical, and until fairly recently, 
the same political unit as the centre to which it is now tied with chains 
of dependence. In the latter part of the twentieth century, virtually 
all social fonnations that are likewise tied are sovereign states or 
at least on their way to political independence - all, except for the 
black majority of South Africa. Like it, the Palestinian community in 
the occupied territories is subjected to internal colonialism that has 
emerged from the roots of external colonialism, to forced dependence 
and to dispossession. IS 

This distinction is significant and ought to be recognised.16 Depend-
ence elsewhere is not today physically forced on the countries 
concerned, nor is dispossession or primitive appropriation of 
national resources and property practised, although historically they 
were in most instances. Current dependence is brought about 
through capitalisation on the historical process of colonialism and 
the ties it forged over generations or centuries in the areas of trade, 
finance, manufacturing, exploitation of natural resources, as well as 
the building of a dualistic structure - to say nothing of political, cultural 
and technological ties of bondage. The relationship has become sui 
generis, because of the continued dominance of the world capitalist 
system with its many strong tentacles of control: the power of inertia 
and despondency lulling the dependent countries into inaction or half-
hearted action to pull themselves out of dependence and move 
gradually into self-reliant development, individually or regionally 
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and the collusion often worked out between dominant economic 
forces in the industrial capitalist country and the dependent country 
concerned. 

The occupied territories do not have the option of action to free 
themselves of dependence. Consequently, their economies are 
twisted, distorted and stunted, not through the working of the invisible 
hand of market forces, but through imposition and the visible hand 
of the occupying power. This stands in sharp contrast with other cases 
of 'conventional' dependence where the industrial capitalist country 
has in most instances promoted the development of one or a few 
productive sectors and of some part of the physical infrastructure, even 
if within a dualistic framework and essentially to serve its own 
interests. 

Another structural feature of the occupied territories which is not 
typical is the fragmentation or segmentation of each of the economies 
through the elaborate road and water systems; the interposition by 
design of Jewish settlements among population centres and across 
communication lines; the expropriation! confiscation of vast areas 
of land which shatters the unity of territory17 and the blocking of 
free association, whether of companies into large economically viable 
groupings, or oflabour and professional groups. At the macro-level, 
segmentation takes the form of restrictions that minimise sectoral 
complementarity and intensive interaction. Illustrations include the 
difficulties encountered in the establishment of agro-industries, of 
banks which could promote extensive sectoral linkages, of 
hospitals, co-operatives, laboratories, etc. which could absorb large 
numbers of trained personnel. To all this must be added the fact that 
occupation has cut the West Bank and the Gaza Strip off from other 
Arab countries, thus narrowing the economic base and compressing 
the size of the economy. 

A paradox worth noting is that the economies of the occupied 
territories are dependent on an economy which is itself heavily 
dependent on an industrial country - the United States. Israel's 
dependence is mostly financial, but it has other economic and 
technological, but above all military, political and diplomatic aspects. 
Two observations are relevant with respect to the explanation of the 
paradox. The first is that Israel can enforce dependence on the 
occupied territories, in spite of its own dependence, only because of 
its overpowering military strength and the American support it gets, in 
the face of the absence of Arab unity and resolve. It thus barters 
military strength for economic weakness. Otherwise it would be unable 
to impose dependence on the Palestinian economy, or any other 
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economy with as much dynamism and resourcefulness. 
The second observation is that Israel tries to lighten its dependence, 

in its own eyes and those of the United States, by offering its services 
as the guardian of American interests in the Arab region, and by 
claiming that Arab alignment with America is in part a function of Arab 
fears ofIsrael's reaction. IS In addition, Israel pays in kind from time to 
time, by passing on to the United States military and technological 
intelligence obtained from the field, mostly through the capture of 
Soviet arms or the decoding of electronic computer systems in Soviet 
rockets, tanks or planes. Through this two-way flow, the relationship 
tends to resemble some kind of interdependence rather than one-way 
dependence. 

We have tried to show that countries suffering dependency in the 
contemporary world have basic political and economic features not 
shared by the occupied territories. These include sovereignty and self-
detennination; a large degree of freedom of decision-making; 
integration within the social fonnation; ability to develop structures 
and sectors in the manner thought best to serve national interests; ability 
to exploit natural resources; ability to nurture national culture and 
social organisation; a large measure of security and ability to draw 
up development plans and programmes as nationally desired with a 
large measure of freedom to implement them. The critical difference 
between countries enjoying such advantages and the occupied 
territories is the political, socio-cultural and economic dispossession 
to which the occupied territories under discussion have been and 
continue to be subjected. This is in addition to the particular brand 
of dependence forced on them by the occupying power. It is to be 
recalled that the tenn dispossession as used in this paper is meant to 
designate the syndrome of dispossession, uprooting and displace-
ment in its entirety. 

3. Dispossession 

Crippling as the state of Palestinian dependency is, it is not as 
economically, socio-culturally and politically destructive as the 
dispossession which has been practised systematically and 
relentlessly by Israel since the start of the occupation as a continuous 
process rather than as a one-time act of vengefulness. This statement 
may seem harsh, but the record of Israel justifies it. Over the years 
of occupation, the Palestinians in the West Bank and Gaza Strip have 
been dispossessed and deprived of a large part of their national, 
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collective and individual political, social and cultural rights and 
freedoms. Furthennore, the deprivation extends beyond current rights 
and freedoms to reach into the future. Hence the need to go beyond 
economic dispossession, which has received a large measure of atten-
tion so far, into non-economic areas.19 After all, economic disposses-
sion only became possible because of political and socio-cultural 
dispossession. And it is the latter that explains the particularity of 
Palestinian economic dependence on Israel, as we have indicated. 

It is necessary at this point to emphasise that dispossession in its 
broad sense has been a central, crucial and persistent objective of 
Zionist and subsequently Israeli state policy, from the frrst Zionist 
Congress in 1897, down to Israel Koenig, Rabbi Meir Kahane, Yuval 
Neeman, Menachem Begin and other Zionist fundamentalists 
today.20The justification for reference to history is that the experience 
of the occupied territories since 1967 falls squarely within the contin-
uum oflong -tenn Zionist objectives and the policies that translate them 
from one phase to another. Yet, while these objectives and policies 
have never been secret, their self-centred nature has not deterred the 
Zionists, and now the Israelis, from claiming that they would be 
beneficial to the natives (in Herzl's tenns) or to the non-Jews (in 
official Israeli tenns). The next section will be devoted to an 
examination of the validity of this assertion, but for the moment we will 
focus on the locus of the major areas of dispossession: 

(a) The denial of sovereignty with all that it implies for the 
individual Palestinian, for associations of individuals and for society 
as a whole. Through this denial, Israel usurps the Palestinians' power 
to take political decisions, without consulting them and against their 
basic rights, demands and interests. This is at the heart of all 
dispossession, but not the only expression of it. It involves Israel's 
power to approve or deny associations, to dissolve ones already in 
existence, to cancel the results of municipal elections, to bar political 
association and so on. 

(b) The destruction of thousands of houses, and large areas of 
refugee camps, especially in theGaza Strip, in individual or collective 
punishment for, or as a precaution against, security violations. This 
measure, which has uprooted many thousands and rendered them 
homeless, has led to social disruption, loss of roots and considerable 
anguish, in addition to the economic destruction involved and - above 
all - to the tangible degree of depopulation resulting. 

(c) The deportation of thousands of Palestinians - union leaders, 
educators, politicians, mayors, professionals and aCtIVISts in 
general.21 The obvious and immediate aim is the depletion of 
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leadership in the occupied territories; the longer-tenn objective is the 
gradual depopulation of the land. However, the process is always 
rationalised as one necessitated by security considerations (as we shall 
see, several measures operate together to promote depopulation). 

Cd) The harassment of educational institutions, from the 
intennediate level upwards.22 This is only part of a comprehensive 
process of harassment which constitutes an incursion into the cultural 
heritage and institutions of the Palestinians, involving strict censor-
ship and control of teaching and reading material, especially in Arabic. 
In many instances the harassment has taken the fonn of outright 
closure of educational institutions and of newspapers, as well as 
detention of individuals for long periods, with or without trial. Many 
Palestinians have found it impossible to bear the pressure and have left 
the country. 

(e) The proletarianisation of a large segment of the population as a 
result of deliberate policies. Foremost among these in impact are: land 
expropriation/confiscation; the appropriation and control of water 
resources beyond what had been developed and used in 1967; the severe 
containment and stunting of manufacturing industry; the neglect of the 
institutions of technical training; the repressive control of the building 
industry; incursion into the Palestinian tourist industry; exposing 
Palestinian handicrafts to stiff competition from cheap Israeli goods, 
and denying them government support and, generally, the harassment 
of economic enterprise through deterrent licensing requirements, 
deliberate bureaucratic delays, restriction of trade union and other 
types of association and the stringent squeeze on financial inflows. 

Together, these factors have meant the uprooting of scores of 
thousands of gainfully employed Palestinians from their chosen 
occupations or jobs, and in effect steering most of them into less desired 
and secure employment, much if not all of it in the Israeli economy 
itself.23 In extreme cases, many of the newly proletarianised have 
left the country altogether, thus possibly becoming the largest single 
component of those who have been pushed into emigration. 

(f) Depopulation has left a deep mark on the demographic structure 
of the occupied territories. We need not go into any detailed 
discussion of the surprising phenomenon of a drop in the absolute size 
of the population between the war of June 1967 and the end of 1982, 
which reflects a negative rate of population increase in a community 
known to have a natural rate of net increase of about 3.5 per cent per 
annum. The drop has resulted from the outflow of over 700,000 
Palestinians to other Arab and non-Arab countries. This left the 
population at the end of 198250,000 smaller than it was in early June 
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1967.24 The emigration has not been the consequence of innocent 
economic factors, but the deliberate, energetic and ruthless applica-
tion of Israeli policies bringing about the operation of the factors 
in question.2'l 

(g) Another form of dispossession is the denial of respect to the 
Palestinians as human beings. This is not merely a case of verbal 
excess, as when, for instance, Rafael Eitan, former chief of staff of the 
Israeli army, stated that the Palestinians would be made to 'run about 
like drugged cockroaches inside a bottle';26 or when David Hacohen, 
chairman (in 1973) of the Knesset foreign affairs committee, told a 
British parliamentary delegation on the subject of Palestinian refugees, 
'But they are not human beings, they are not people, they are Arabs. '7:1 

Instead, we refer here to a more serious and continuous current of 
belief and feeling, whereby theZionistslIsraelis claim superiority over 
'inferior' natives. This is expressed in many ways, and with varying 
degrees of harshness and lack of concern for the dignity and self-
respect of the Palestinians.28 

(h) The expropriation/confiscation of Arab land is dispossession in 
its most naked form. The act itself is very painful, but it becomes 
even more so when coupled with thinly disguised excuses like the non-
exploitation of the land (when frequently the Israeli authorities 
themselves impede exploitation by fencing land off for military or 
public purposes; or when they appropriate the water needed for 
irrigation). It is most painful when it is effected through fraudulent 
means and the forging of documents, with the connivance of senior 
Israeli officials.29 Many holdings have been expropriated/confiscated 
because Arab claims of ownership have not been accepted by the 
authorities, mostly because of the non-completion of land 
settlement-of-title operations before the British Mandate came to an 
end. Large tracts have also been expropriated/confiscated because 
Israel considered them to be in the state domain and itself, therefore, 
the rightful owner, while in fact they had been for generations or 
centuries the collective property of villages. But Palestinian losses in 
immovable property go beyond land, and the destruction of thousands 
of houses, to include the total destruction of hundreds of villages. 
Though the vast majority of these were in that part of Palestine 
occupied in 1948, a number stood in the part occupied in 1967.30 

(i) The establishment of settlements on expropriated Arab land (in 
violation of the Geneva Conventions to which Israel is asignatory), 
of which over 130 have come into being since 1967 in the West Bank 
and the Gaza Strip,3l is one more measure to make the process of 
Zionist colonisation irreversible and to leave the dispossessed with 

271 



TIlE PALES11NIAN ECONOMY 

no redress. This is apart from the military motive of segmenting 
what remains of Arab Palestine and accelerating the process of 
depopulating the land after dispossessing the people.32 

(j) The final major instance of dispossession is the takeover of most 
of the water resources of the occupied territories and the control of 
Arab water use. The mechanism for the dispossession consists of 
strict prohibition of the development by the Palestinians of any 
springs or other surface or underground water reserves not already 
tapped and under utilisation at the time of occupation in 1967; the 
prohibition of the utilisation of any quantities of water in excess of 
those drawn and utilised in 1967 in already developed sources; the 
prohibition of the further development of wells already in use. All 
this is in spite of the expanding needs of agriculture especially in view 
of the urgency to resort to irrigation to make up for the loss of land area 
through expropriation, as well as the expanding needs for domestic 
consumption. The water thus appropriated comes under Israel's sole 
control for allocation or conservation. Thus, while villages are 
deprived of much of their vital well and spring water and 
underground reserves, and suffer the sight of their crops drying up and 
dying, or have to cut down their own fruit trees, neighbouring Jewish 
settlements, built on expropriated Palestinian land, enjoy the luxury 
of swimming pools and abundant piped water for agriculture, 
industry and domestic use.33 

The various strands of dependence and dispossession are closing 
tighter on Palestinian society and economy as Israel pursues the 
primary Zionist objective of the takeover of as much of Palestine with 
as few of the Palestinians as is possible. It is limited only by what 
is politically advisable and militarily achievable in the present 
international context This objective necessitates that the economic 
conditions of the Arabs who remain be such that the community can 
survive but not prosper. In other words, Israel should be able to point 
to some outward indicators of well-being, without allowing the 
possibility of enough economic prosperity and social and political 
relaxation to make the Palestinians feel the 'pull' of their homeland 
more strongly than the 'push' of the hardships generated by 
dependence and dispossession. There is every indication that Israel has 
succeeded in its objective. Nevertheless, there is still need to examine 
closely the second proposition stated in the Introduction: that 
occupation has led to the pauperisation of the inhabitants of the West 
Bank and Gaza Strip. We use the term 'pauperisation' to express 
economic stagnation resulting from an economic performance below 
what, in all likelihood, would have been possible without occupation. 
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IV. OCCUPATION: PROSPERITY OR PAUPERISATION? 

It is claimed by Israelis and Zionists (and perhaps with particular vigour 
by gentile Zionists) that Israel has brought prosperity to the territories 
under its occupation - indeed that the prosperity would not have been 
achieved in equal measure without the occupation. One variant of 
the claim is that the inhabitants of the occupied territories are 
economically better off than the populations of East Jordan, Syria 
and Lebanon - the natural reference group for the Palestinians. 

1. Data 

To test the validity and tenability of the claim in question, we will 
present two sets of data. Table 12.1 relates to the year 1948 (or 1950 
in cases where statistical and other information is not available for 
1948). Table 12.2 relates to 1983 (the most recent year for which most 
of the information compared is available). Comparisons will be made 
between economic and social performance of each economy at the 
initial and the terminal dates, and between the economies at each of 
these dates. Ideally, the components of each set of data ought to 
include not only the level of income per capita (or GNP per capita, 
as the case may be), but also such indicators as rates of enrolment 
in educational institutions, health services available per unit of 
population, life expectancy at birth, housing space per person, calorie 
intake per day, durable household equipment owned per household and 
so on. Unfortunately, such varied information is not uniformly 
available forall the countries concerned for 1983. Consequently,only 
those items of information that are available, measurable and compa-
rable will be presented. 

National income and GNP will be used for comparison, though 
these concepts are not interchangeable. This is justified, since a rather 
broad order of magnitude is all that is required for our purposes. The 
currency unit used for measurement is the US dollar in all instances. 
The conversion from local currency to dollars will be at the official rate 
or market rate, whichever predominated in the particular country at 
the time. Owing to the wide difference in the methods and bases of 
price index preparation from one country to another, all income units 
will be at current prices. Finally, the sources of the data presented will 
be indicated in the notes in every instance. The sources for 1948 or 
1950 are much more varied, less reliable and more dependent on 
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Table 12.1 

Palestine" 
National income for 1945 = £P 62.80 million, or US$ 251.2 million 
(at £P 1.00 = US$ 4.00). 

Arab population for 1945 = 1.256 million. 
Therefore income per capita = £P 50 or US$ 200. 

National income projected for 1948 at 5% per annum = £P 72.7 
million or US$ 290.8 million. 

Population projected for 1948 at 3% net increase per annum = 
1.37 million. Therefore income per capita for 1948 = £P 53.06 
or US$ 212.24. (This level is taken to apply to the inhabitants of 
the West Bank and Gaza Strip for 1948.) 

TransjordanfEast Jordan •• 

Syria" 

National income for 1948 for Transjordan (before the merger with 
East Palestine, that is, the West Bank) estimated roughly at £P 5.63 
million (£P 1.00 = JD 1.000), or US$ 22.52 million (£P 1.00 = US$ 4.00 
in 1948). 

Population for 1948 estimated at 375,000. 
Therefore, income per capita for 1948 = £PfJD 15, or US$ 60. 

National income for Jordan (East and West Bank together), for 1952 = 
JD 44.5 million, or US$ 112 million (JD 1.00 = US$ 2.80 in 1950 and 
1952); discounted for 1950 by 10% from the level in 1952, income = JD 
40 million, of which about JD 25.9 million was generated in the West 
Bank (a population of 460,000 with an income per capita of £PfJD 56.3 
- projected from the level in 1948; see data on Palestine). This leaves 
an income of JD 14.1 million generated on the East Bank, or US$ 39.48 
million. 

Population estimated at 725,000 in the East Bank in 1950, including 
the refugee component. Therefore income per capita in the East Bank 
for 1950 = JD 19.45 or US$ 54.46. 

National income for 1953 calculated at £S 2,263.5 million, discounted 
by 15.75% to set it back to 1950, = £S 1,955.5 million or US$ 535.75 
million (US$ 1.00 = £S 3.65. 

Population for 1953 = 3.61 million, discounted by 8.42% for 1950 = 3.33 
million. 
Therefore income per capita for1950 = £S 587.23 or US$ 160.88. 

Lebanon" 
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National income for 1950 calculated at £L 1,042 million, or US$ 278.60 
million (US$ 1.00 = £L 3.74). 

Population estimated at 2.75 million for end 1974, discounted back to 
1950 on the basis of a net rate of increase of 2.6% per annum, or a 
cumulative growth of 85% between the two dates. Thus population for 
1950 = 1.49 million. 
Therefore, income per capita for 1950 = £L 699.32 or US$ 187. 
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Table 12.2 

WB&GS E.Jordan Syria Lebanon 
GNP per capita, US dollars 
at current prices 687" 1,640 1,760 1,010 
Enrolment rates at 1 st & 2nd 
level schools, % of 
school age children (5-19) 81 92 79 82 
Life expectancy at birth (years) 72" 64 67 65 
Population per hospital bed 566 1,711 2,236 260 
Daily calorie supply 2,861'" 2,882- 3,040" 3,000" 
per capita 2,554'"' 

Notes: a. Weighted average for West Bank and Gaza Strip. 
b. For 1982. 
c. For West Bank. 
d. For Gaza Strip. 

informed 'guesstimation' than those for 1983, where more refined 
and reliable methods are used. 

(i) The base, 1948-1950 

The only items of information available for all the countries covered 
(palestine, Transjordan/East Jordan, Syria and Lebanon) in this dis-
cussion of the base year are national income and population, from 
which income per capita is calculated. The presentation in Table 12.1 
is made country by country. 

(ii) The terminal year 198338 

The GNP per capita for Lebanon for 1983, as recorded in Table 12.2, 
would have been much higher (on the assumption of continued 
normal political conditions) had the rate of exchange between the local 
currency and the US dollar not moved against the former from US$ 
l.(X)=£L 2.25 in 1974 which was the last normal year before the civil 
war, to US$ 1.00= £L 5.49 in 1983. Thus, national income per capita 
for 1974 was the equivalent of US$ 1,180.39 Projected at a rate of 
growth of 6 per cent per capita annually (a very reasonable rate, given 
the record of the several years preceding 1974), income per capita at 
the 1974 rate of exchange would have risen to US$ 1,993 in 1983. 
GNP per capita would obviously have been still higher. This (hypo-
thetical) high level, in excess of that of Syria for the same year, is 
theoretically tenable, considering the fact that the base from which 
Lebanon had started in 1950 was higher than that of Syria, and that the 
Lebanese people and economy displayed notable vigour and dyna-
mism in theyears following 1950, which were reflected in fast growth, 
economic diversification and qualitative improvement in production. 
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2. Commentary 

Four comments will be made now, derived from the two sets of data 
presented above, and from the most salient consequences and 
implications of dependence and dispossession discussed in the 
previous section. 

(i) Per capita national income data 

In the base years 1948-50 per capita national income data show a clear 
advantage for the Palestinians over the Transjordanians, the Syrians 
and the Lebanese. In 1983, the ranking has been reversed, with the 
Palestinians in the West Bank and the Gaza Strip trailing the list. The 
drop in the rank of the per capita income/GNP of the Palestinians is 
even more significant in terms of welfare, if account is taken of the 
two distorting factors which Israeli occupation imposed after 1967. 
These are the galloping inflation and the many currency devaluations 
which have bedevilled the Israeli economy. In contrast, Jordan, Syria 
and Lebanon have suffered much milder inflation since 1967 and 
very modest devaluations of their currencies. While it is true that 
by converting values from local currencies into US dollars, the 
greatest part of the impact of inflation and devaluation has been 
adjusted for, nevertheless thedevaluations in Israel, though frequent 
and far-reaching,40 have fallen distinctly short of the extent to which 
inflation has increased. AI though this paper does not include a rigorous 
calculation to show the net residual effect of the extent to which 
inflation has outdistanced devaluation, it is sufficient for present 
purposes to draw attention to the distorting impact of this residual on 
the level of GNP per capita. 

(U) Rate of growth 1950 -1967 

The objection might be made that the retardation in the economic 
performance of the West Bank and the Gaza Strip compared with that 
of Jordan, Syria and Lebanon should essentially be imputed to the 
years preceding 1967, when EastJordan was responsible for economic 
policy in the West Bank and had distinctly favoured itself at the 
expense of the West Bank, and when the Egyptian administration in 
the Gaza Strip invested proportionately less effort and resources in the 
development of the Gaza S trip than of Egypt itself. Some Palestinian 
and other Arab writers have made this kind of observation. I believe 
that, while official Jordanian policy did in fact show favouritism 
towards the East Bank, this did not lead to retardation or even to 
stagnation in the economy of the West Bank: in fact, tangible growth 
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and expansion was registered during the years 1950 to 1967, as we shall 
show. I am convinced that the imputations against Jordanian policies 
are made more on ideological and political than on economic 
grounds. According to one researcher, just before the June War in 
1967, the West Bank had 7,300 industrial establishments in operation, 
or 48 per cent of the total for the Hashemite Kingdom. West Bank 
industry contributed before the war about 20 per cent of the aggregate 
GNP of Jordan. The overall performance of the West Bank economy 
generated a rate of annual growth of between 6 and 8 per cent per capita 
in the same period. Another researcher argues that the growth rate for 
the years 1954-66 averaged over 10 per cent per annum or a per capita 
rate of some 6.9 per cent. In absolute terms, the second writer 
estimated GNP at current market prices for both Banks to be US$ 
512.85 million in 1967, just less than half of which was generated in 
the West Bank.41 It is not clear what size of population is to be taken 
as a basis of calculation to derive the GNP per capita. Using the figure 
for the end of 1966, then GNP per capita would be about US$ 300; using 
the lower figure of the summer of 1967 (after the exodus of some 
250,000 persons as an immediate result of the war), it would be about 
US$ 430. For GNP per capita in the West Bank to have risen from US$ 
430 in 1967, to US$753 in 1983,42 means a cumulative growth of 175 
per cent, or an average annual compound rate of 3.5 per cent at current 
prices. This rate is half the average achieved over the period 1954 
to 1966.43 The retardation of the substantial rate of growth which 
characterised the period when the West Bank was still an integral 
economic part of the Kingdom must be attributed to the Israeli 
occupation. Data for the Gaza S trip are not available, making similar 
comparisons impossible. However, it can safely be argued that the 
Gaza Strip economy could not have been more seriously damaged or 
handicapped than that of the West Bank, since its performance under 
Israeli occupation is not very different (GNP per capita for the Gaza 
Strip for 1983 was US$ 583.3 against US$ 753.3 for the West Bank. 
The differential is explained by the much larger component of 
impoverished refugees in the Strip). 

(iii) Disposable income 

The claim of prosperity under Israeli occupation is often buttressed 
by reference to such tangible indicators of economic well-being as the 
increasing number of radios and television sets in Palestinian homes 
and figures for ownership of durable household equipment like gas 
ovens and refrigerators, bicycles and private cars. The building of 
new houses is also cited. That these indicators do exist is not deniable. 
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But the Israelis cannot claim credit for developing and implementing 
economic policies that generate the disposable personal income which 
makes it possible for the Palestinians to acquire the household goods. 
It would be more correct to say that what is being economically 
achieved is in spite of, rather than because of, Israeli policies. The 
personal disposable income of Palestinians in the occupied territories 
does not come solely from the GNP generated in the economy. To 
a substantial extent this GNP is supplemented by non-requited 
financial transfers through remittances sent by family members 
working abroad, by other non-requited transfers from Arab 
governments via the Joint Committee and by salaries paid by Jordan to 
thousands of West Bankers who were government employees before 
the 1967 war. The considerable combined inflow of financial 
resources tangibly increases the volume of disposable income, thus 
pennitting greater expenditure on durable goods of all kinds, for day-
to-day consumption needs, and also for investment and house 
building. The multiplier effect of consumption expenditure and the 
accelerator effect of investment outlays made possible through the 
inflows just cited, taken together, boost national product after a certain 
time lag. Indeed, Israel itself benefits from these inflows thanks to 
increased purchases of goods and services by the occupied territories 
and from the receipt of a large part of the foreign exchange transferred 
to the West Bank and Gaza Strip inasmuch as legally these have to 
go through the Israeli banking system. 

Finally, we must bear in mind that a significant part of the wage 
component of national income in the West Bank and Gaza Strip is 
earned by Palestinians working in Israel.44 To this extent, the compo-
nent in question is not generated by the economies of the occupied 
territories strictly speaking: in fact, it is thus earned only because the 
West Bank and Gaza Strip economies are kept at a low level of activity 
by Israeli policies, to the point where they fail to generate job 
opportunities for a significant proportion of the labour supply. 

(iv) Retardation 

I trust that by now the Zionist claim that Israeli occupation has been 
beneficial to the West Bank and the Gaza Strip has been shown to be 
invalid: indeed, that the opposite is true, namely that the occupation 
has been an obstacle which has directly retarded the progress of the 
occupied territories, warped their structure, forced them into 
subservience to the Israeli economy and dispossessed them to a 
serious degree. This is all said within a purely economic context. The 
verdict would be much harsher if account was taken of the non-
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economic implications and consequences of the occupation, which I 
tried to establish in the flfSt section of the paper. 

Without repeating points already made, it is necessary to add that the 
pauperisation of the occupied territories is much more serious than the 
statistical indicators suggest This is because dispossession strikes not 
only at the present capabilities of the population and the economy, but 
also at their potential and prospects. As a process, it increasingly 
and cumulatively threatens the future of Palestine and the Palestini-
ans. By the same logic, it helps the Zionists/lsraelis to consolidate 
their grip on the country and further to widen and deepen the agony 
of the Palestinians and their sense of loss and alienation. 

V. CONCLUSION: THE OUTLOOK FOR DEVELOPMENT 

The main conclusions of this paper have already emerged in broad 
outline from the examination of the two propositions which I set out 
to test. Nevertheless, it will be useful to state briefly how the 
conclusions impinge on the future development of the occupied 
territories under continued occupation, although the paper has not been 
designed to explore the outlook for development 

(a) Meaningful and far-reaching development cannot be achieved, 
or even sought, under the conditions of dependence-cum-disposses-
sion. 'Dependent development' itself is not possible, since Israel's 
external-turned-internal colonialism blocks even capitalist transfor-
mation which mature capitalist industrial countries claim to promote 
in their relations with third-world countries.4S This being the case, it 
is a futile exercise to speculate whether self-reliant development can 
be achieved in the occupied territories. 

(b) Given present constraints, the economies of the West Bank and 
the Gaza Strip can only be maintained at a low level of economic 
performance, even assuming the same volume of external fmancial 
support. Even this will have to be predicated on the surrender of vital 
economic, socio-cultural and political desiderata. 

(c) The third conclusion is operational. Given the special nature of 
dependence and dispossession suffered by the occupied territories, 
and the tight, wide ranging web of control the Israelis use, it is 
unrealistic to set out to design broad plans and programmes for 
development. Individual projects and restricted programmes should be 
chosen, which are thought to have a reasonable chance of getting 
through Israel's web. The projects thus targeted should, as far as 
possible, be made to fit into an implicit broader framework. This 
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cautious remark is made to save the would-be planners and 
programmers, and the people under occupation, unnecessary 
frustration and pain. An Arab proverb has relevance here: 'Frustration 
takes its magnitude from expectation.' 

(d) Finally, given the trend of the analysis of this paper, and the 
nature and implications of the conclusions, it seems logical and 
defensible toassert that only after the disappearance of the occupation 
can nationally conceived and designed, well-integrated and energetic 
development be sought and pursued with a significant degree of hope. 

NOTES 

1. Israel also occupied the small Hamma area to the south-east of Lake 
Tiberias in 1967. It is not included in the discussion here. 

2. A survey of developments in the occupied economies will not be 
attempted here as background, since there are already a number of general 
or sectoral surveys. In addition to those perused by me, I have learnt a great 
deal from some 35 interviews made with knowledgeable residents of the 
occupied territories during the spring of 1984, in the course of preparing a 
study of the programme of official Arab aid in support of the steadfastness of 
the Palestinians under Israeli occupation. 

3. Meron Benvenisti is the author most widely quoted in this context. See, 
for instance, The WestBankDataBaseProject(fhe West Bank and Gaza Data 
Base Project - Interim Report No.1, Jerusalem, 1982). A revised and 
expanded printed edition appeared in 1984, published by American Enterprise 
Institute for Public Policy Research, under the title: The West Bank Data 
Project: A Survey of Israel's Policies. 

4. Central Bureau of Statistics, Statistical Abstract oflsraeI1984,No. 35 
(Central Bureau of Statistics, Jerusalem, 1984), Table VIITJl, pp. 212-3. 

5. Ibid., Table XXVlI/lO, p.751. 
6. Sheila Ryan, 'The West Bank and Gaza: political consequences of 

occupation', MERIP Reports, No. 74, January 1979, p.3. 
7. CentralBureau of Statistics, Statistical Abstract of Israel, 1984, Table 

XXVll/lO, p.75 1. 
8. Ibid., Tables XXVlI/19 and XXVIl/20, pp.762 and 763. 
9. See Muhammad Ja'far's reply to Salim Tamari in the exchange 

between them in Khamsin, nos. 5-8, especially no.7, p. 154. For a purely 
pragmatic view, see Elias H. Tuma and Haim Darin-Drabkin's treatment of 
labour absorption in an independent Palestine in their book The &onomic 
Case for Palestine (Croom Helm, London, 1978), chapters 6 and 7. 

10. Especially in his Imperialism; The Highest Stage of Capitalism 
(Lawrence and Wishart, London, 1948). 

11. See Laurence Harris, 'Moneyandfmancewithundeve1oped banking', 
chapter 9 of the present volume. Information is not available concerning the 
size of the new banks' capital and the scope of operations they are designed 
to undertake. 

12. Professor Michel Chatelus notes in his Preface to Antoine Mansour's 
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book, Palestine: une economie de resistance en Cisjordanie et II Gaza 
(Editions L'Harmattan, Paris, 1983), that the author sums up the process 
as one of ' integration-destruction', where Israel destroys the occupied 
economies by integrating them into its own economy! This may sound an 
extreme description of the process, but the record supports it. 

13. Por a wide ranging study of Israel's brand of internal colonialism, see 
Elia T. Zureik, The Palestinians in Israel: A Study in Internal Colonialism 
(Routledge & Kegan Paul, London, 1979), especially chapters 5 and 6. 

14. This literature is extensive, and impressive bibliographies can 
be found in many economic and sociological works. Por a concise 
presentation of the leading 'schools' of dependency, and a comprehensive 
bibliography, see Magnus Blomstrom and Bjorn Hettne, Development 
Theory in Transition - The Dependency Debate and Beyond: Third World 
Responses (Zed Books, London, 1984). See also: Dudley Seers (ed.), 
Dependency Theory: A Critical Reassessment (Prances Pinter (Publishers) 
Ltd., London, 1981); Ian Roxborough, Theories of Underdevelopment 
(Macmillan, London, 1979); Aiden Poster-Carter, 'Prom Rostow to Gunder 
Prank: conflicting paradigms in the analysis of underdevelopment', World 
Development, vol.4, no. 3, March 1976; and Ibrahim Sa'd al-Din, hawla 
maqulat al-taba'iya wa-al-tanmiya al-iqtisadiyya al- 'arabiyya (On the 
paradigm of dependency and Arab economic development), al-mustaqbal al-
'arabi, vol. 3, no. 17 (Beirut, July 1980). 

15. Of relevance here is Harold Wolpe, 'The theory of internal 
colonialism: The South African case' in Ivar Oxaal, Tony Barnett, and David 
Booth (eds), Beyond the Sociology of Development: Economy andSociety 
in Latin America and Africa (Routledge and Kegan Paul, London, 1975). 

16. Basically all the main features of dependence and dispossession are 
also to be seen in the relationship of the Arab community in the territories 
occupied in 1948. However, this paper is restricted to those areas occupied in 
1967. 

17. Estimates of the area of Palestinian land expropriated/confiscated, 
and tightly controlled by Israel vary, but generally exceed 50% of the total 
area of the occupied territories. 

18. In this respect, the editor of the Israeli daily H aaretz wrote as early as 
30 September 1951: • .. .Israelhas been assigned by the West the role of a sort 
of watchdog. There is no fear that it will adopt an aggressive policy towards 
the Arab states if that is against the wish of America and Britain. But if the 
western powers ever prefer, for one reason or another, to shut their eyes, Israel 
can be relied upon to punish properly one or several of her neighbouring states 
whose lack of manners towards the West has exceeded the permitted limits.' 
(Quoted by Moshe Machover, 'Israel and the New Order in the Middle East', 
Khamsin, no. 6 (1978), p. 87.) 

19. See, for instance, Zureik, The Palestinians in Israel and 'The economics 
of dispossession: the Palestinians', Third World Quarterly, vol. 5, no. 4 
(1983). Several other writers have dealt with economic dispossession 
(water, land, work opportunities, deportations). Though the political aspects 
of the factor of dispossession have not been ignored by any of them. there 
has been insufficient integration of the political, socio-cultural and 
economic aspects which together constitute components of one ideology. 

20. The continuity of Zionist ideology with respect to the syndrome of 
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dispossession, uprooting and displacement is discussed at some length in 
Harris, 'Money and Finance'. It is sufficient here to point to some of the 
landmarks in the continuous process: the First Zionist Congress at Basle in 
1897; the 'Political Report' of 16 December 1918, submitted to the Xllth 
Zionist Congress, London, 1921, by the Executive of the Zionist 
Organisation; the Biltmore Programme drawn up in New York in 1942; the 
official statements of the Jewish Agency and the Zionist Organisation 
submitted in 1946 in Jerusalem to the Anglo-American Committee of Inquiry 
into the Palestine Problem, all the way down to the current party platforms and 
official statements of the supporters of 'Greater Israel' and the Likud. What 
is even more significant (and certainly more sinister) is the way the official 
Zionist line and Israel's policies and practices support, complement and 
sustain each other. (For documentation on the 'landmarks' mentioned above, 
see Robert John and Sarni Hadawi, The Palestine Diary (The Palestine 
Research Centre, Beirut, 1970), vol. I, especially pp. 115 and 342; US 
Government, ForeignRelations of the United States 1943: The Near East and 
Africa (US Government, Washington D.C, 1964), vol. IV, pp. 776-7; Royal 
Institute for International Affairs, Great Britain and Palestine 1915-1945, 
pp. 139-40}. 

Israel Koenig resigned in 1986 after almost two decades as districtcommis-
sioner for the northern district He was notorious for a secret 1976 memoran-
dum in which he proposed the Palestinian population of the Galilee be reduced 
to the status of 'hewers of wood and drawers of water'. Meir Kahane is leader 
of the fascist Kach movement and a member of the Israeli parliament. Yuval 
Neeman is a leader of Tehiya (Renaissance), an extreme right-wing party 
which calls for the removal of civil rights from Palestinians. Menachem 
Begin is the former head of the Irgun right-wing terror organisation, the right-
wing Herut party and a former Israeli prime minister. 

21. Ann Lesch refers to partial lists with the names of thousands of 
deportees in 'Israeli deportation of Palestinians from the West Bank: and 
Gaza Strip, 1967-1978', Journal of Palestine Studies, Part I, no. 30, Winter 
1979; Partll, no. 31, Spring 1979. 

22. Adam Roberts, Boel Joergensen and Frank: Newman, Academic 
Freedom under Israeli Military Occupation, Report of WUSIlCJ Mission 
of Enquiry into Higher Education in the West Bank and Gaza (Wodd Univer-
sity Service (UK), International Commission ofJurists, London andGeneva, 
1984). See also Sarah Graham-Brown, Education, Repression & Liberation: 
Palestinians (World University Service (UK), London, 1984). 

23. Many scholars and researchers have dealt with the process of proletari-
anisation. These include among others Janet L. Abu Lughod, Elia T. Zureik, 
Sarah Graham-Brown, Salim Tamari, Jamil Hilal. Their contributions have 
appeared mainly in MERIP Reports, Journal of Palestine Studies, Khamsin, 
Third World Quarterly, in addition to chapters incollections of essays on the 
occupied territories. 

24. The data are taken from Janet L. Abu Lughod, 'Demographic conse-
quences of the occupation',MERIP Reports, no. 115 (June 1983}. Her work 
on this subject is extensive and very thorough. 

25. Herzl's prescription for the uprooting and expUlsion of the 'natives' into 
what he called the 'transit cmmtries' is well known. He wrote: 'If we move 
into a regi on where there are wild animals to which the Jews are not accustomed 
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- big snakes, etc. -I shall use the natives, prior to giving them employment 
in the transit countries, for the extermination of these animals ... ' See Raphael 
Patai (ed.), The Complete Diaries of Theodor Herzl. translated by Harry 
Zohn, vol. I, p. 98. 

26. Zureik, 'The economics of dispossession' quoting from Time (New 
York. 25 April 1983), p.l5. 

27. Quoted in David Gilmour, Dispossessed: The Ordeal of the Palestinians 
(Sphere Books Limited, London, 1980), p.94, from a statement made by 
Robin Maxwell-Hyslop, MP to the House of Commons in October 1973, 
asrecorded inParliamentary Debates (Hansard), Ser. 5, House of Commons, 
Vol. 861, Col. 502. 

28. George Rowley has developed the theme in a paper entitled 'Superior-
inferior relations in colonisation procedures, with special reference to 
Israel', forthcoming; quoted in Rowley, 'Palestinian refugees: quantitative 
assessment and politicalrealities', paper for Workshop onRefugees in the 
Twentieth Century, Queen Elizabeth House (Oxford, August 1985), pp. 13-14. 

29. A court case in Israel at the end of 1985 revealed hundreds of such 
instances of fraud and forgery involving very senior government officials as 
well as lawyers and real estate agents. 

30. MosheMachover and MarioOffenberg, 'Zionism and its scarecrows', 
Khamsin,no. 6, (1978),quote'Arifal-'Arifslistof 385 villages destroyed 
by the Zionists, presented on 15 February 1973, by the Chairman of the 
Israeli League of Human Rights, Professor Israel Shahak. 

31. The most thorough and consistently pursued effort to keep track of 
settlements established and areas of land expropriated/confiscated is that 
of the Royal Jordanian Scientific Society in Amman, supported by Crown 
Prince Hassan's personal interest and concern. 

32. For a recent expose of Israel's current settlement policy, see Peter 
Demant, 'Israeli settlement policy today', MERIP Reports, no. 116 (July-
August 1983). 

33. See Joe Stork, 'Water and Israel's occupation strategy', in MERIP 
Reports. no. 116 (July-August 1983). This article ends with a list of pertinent 
works on the subject. Of great relevance in this connection is the report 
prepared by Dante Caponera in conformity with UN General Assembly 
Resolution 38/14 (38th session, December 19. 1984), published as an 
ECOSOC Document E/1984/l11, General Assembly Document A/39/111, 
(New York, 29 June 1984). The report is entitled Permanent Sovereignty over 
National Resources in the Occupied Territories and other Arab Territories 
(excerpted in Journal of Palestine Studies, vol. XIV, No.2, Winter 1985). 

34. National income for 1948 projected from that of 1945, the latter as in 
P.l Loftus, NationalIncome of Palestine, 1945 (Government of Palestine, 
Jerusalem, 1947). Population for 1948 projected from that for 1945, as in 
Government of Palestine, A Survey of Palestine, 3 vols. (Government of 
Palestine, Jerusalem, 1946), vol. I, Table I, p. 141. The exchange rates for 
all the countries covered for 1950 (except Palestine) are from United Nations, 
Statistical Yearbook 1959 (United Nations, New York, 1960), Table 171, pp. 
464-70. 

35. National income for Transjordan for 1948 is an estimate based on a 
study for the years 1952-4 by the Economic Research Institute of the American 
University of Beirut (unpublished). The estimate for 1950 is discounted for 
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1948 and 1950 (the latter after the influx of some 350,000 Palestinian 
refugees); see Yusif A. Sayigh, The Economics of the Arab World: 
DevelopmenJ Since 1945 (Croom Helm, London, 1978), chapter 5, Section I, 
and the footnotes relating to the discussion of the national accounts and 
population in this section, especially footnotes 3 and 9 where the original 
sources are mentioned and an explanation is given of the methods whereby 
estimates had been made, and of their reliability. 

36. National income and population data for 1953 from Government of 
Syria, Statistical Abstract 1974 (Arabic), Table 31/17, pp. 868-9. Data 
adjusted back to 1950 on the basis of a rate of nominal growth of income of 
5% per annum, and a rate of net population increase of3.3%. Therates are 
collated from information in the Abstract referred to, chapter 17. 

37. National income was flIst calculated by Albert Y. Badre and Associates 
in the unpublished study by the Economic Research Institute of the American 
University of Beirut for the years 1950-2. See B adre, 'Economic development 
in Lebanon', in Charles A. Cooper and Sidney S. Alexander (eds), Economic 
DevelopmenJ andPopuiation Growth in the Middle East (Elsevier, New York, 
1972). For population, I relied on the estimate of UN Economic and Social 
Office ofBeirut (UNESOB), in 'Demographic characteristics of youth in the 
Arab countries of the Middle East; present situation and growth prospects, 
1970-1990' in Studies on Selected Development Problems in Various 
CounJries of the Middle East, 1970, which I have set at 2.75 million for end 
of 1974, to take into account various adjustments suggested by 
knowledgeable analysts. (See Sayigh, Economics of the Arab World, chapter 
7, Section I, for a detailed discussion of GNP and population data.) The rate 
of population increase used in my calculations is 2.6% per annum which is a 
compromise between somewhat higher and lower estimates. (The last popu-
lation census was undertaken in 1932.) 

38. All information on the West Bank and Gaza Strip presented here is from 
Central Bureau of Statistics, Statistical Abstract of Israel, nos. 34 (1983),35 
(1984), and 36 (1985). GNP data are from no. 36, Table XXVll/6, p. 708. 
The rate used for conversion from Israeli shekel to US dollar is IS 107.77 
= US$l.OO, which is the 'market rate/par or central rate' as perlnternational 
Financial Statistics (IFS), September 1985. Life expectancy is from no. 35, 
Table m!29, p. 117. Calorie intake is from no. 36, Table XXVll/13, p. 715. 
School enrolment rates and population per hospital bed are calculated from 
no. 36, Tables no. XXVW45,p. 750 andXXVW46, p. 751 respectively. GNP 
per capita for Jordan and Syria, as well as life expectancy data for Jordan, Syria 
and Lebanon, and daily calorie intake per capita in these three countries, are 
from World Bank, WorldDevelopmenJReport 1985 (Oxford University Press, 
Oxford, 1985), Table 1 and 24 in Annex. 

GNP data for Lebanon were derived as follows: GNP for 1979 is recorded 
as US$ 2,523 million in Arab Fund for Economic and Social Development, 
National Accounts Country Tables (AFESD, Kuwait, 1980). I projected this 
to 1983 by using the growth rate of 8.5% per annum which applied for several 
years preceding the start of the civil warin 1975, on the assumption that under 
normal conditions this rate would have continued through 1983. (See Sayigh, 
Economies of the Arab World, chapter 7, Section I, for a discussion of growth 
until 1976.) Population data for 1979 come from IFS September 1980; I 
extrapolated to 1983 at a rate of 2.6% per annum. 
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Data on school enrolment rates and population per hospital bed for Jordan, 
Syria and Lebanon are from UNCTAD, Handbook of International Trade 
and Development Statistics, 1985 Supplement (UNCf AD, New York, 1985). 

39. Sayigh, Economies of the Arab World, chapter 7, Section 1. The 
currency conversion rates are from IFS issues of May 1975 and September 
1985. 

40. While the Israeli pound was equal to US$ 4.00 in 1948, the drop in the 
shekel (which replaced the pound at the rate of one shekel to ten pounds) was 
so steep as a result of several devaluations that in 1983 the rate had fallen to 
IS 107.77 to the dollar. 

41. The frrstresearcherreferred to is Richard Ward. See 'The economics 
of Palestine entity' in Richard Ward, Don Peretz and Evan Wilson (eds), The 
Palestine State: A Rational Approach (National University Publications, New 
York, 1977). The second is Michael P. Mazur, 'Economic development of 
Jordan' in Cooper and Alexander (eds), Economic Development. The GNP 
data come from Table 5.1, p. 214. 

42. Calculated from Central Bureau of Statistics, Statistical Abstract of 
Israel, no. 36, Table no. XXVII/6, p. 708, and popUlation data from Ibid., 
Table no. XXVII/I, p. 703. 

43. For data and evaluation very close to those presented earlier in the 
paragraph, see Central Bank of Jordan, F ourthAnnual Report, 1967 (Central 
Bank of Jordan, Amman, 1967), pp. 5 and 6. 

44. The bulk of 'net current transfers from abroad', which add up to IS 
30,837.6 million (US$ 286.1 million) originates in the wages earned in Israel. 
See Central Bureau of Statistics, Statistical Abstract of Israel, no. 36, Table 
no. XXVII/6, p. 708. 

45. This is true whether one adopts the reasoning of anti-Marxist Lord 
Bauer who also denies the tenets and conclusions of 'dependency', or of the 
Marxist (the late) Bill Warren who tried to incorporate into his Marxist 
framework the possibility of capitalist development in third-world countries. 
See P. T. Bauer, Equality, The Third World and Economic Delusion 
(Weidenfeld and Nicolson, London, 1981) and Reality and Rhetoric: Studies 
in the Economics of Development (Weidenfeld and Nicolson, London, 1984). 
See also Bill Warren, Imperialism: Pioneer of Capitalism (Verso, London, 
1985), chapters 7 and 8. 
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Development from Within: 
A Strategy for Survival 

Ibrahim Dakkak 

Development under Israeli hegemony in the occupied territories must 
be discussed in the context of the external and internal conflicts 
affecting it. Among the external conflicts are the wider Arab-Israeli 
conflict, inter-Arab conflicts, problems between the Arabs and the 
Palestinians, inter-Palestinian disputes and difficulties in the 
relationship between the Palestinians inside the occupied territories 
and those outside. The internal conflicts are partly a function of those 
outside, and are exacerbated by the absence of a coherent Arab-
Palestinian strategy vis-a.-vis the occupied territories with clearly 
prescribed objectives and methods. 

The case of Jordan provides a good example of the difficulties. 
Jordanian development programmes call for the efficient utilisation 
of the resources of the East Bank of the Jordan River and the water 
of the Yarmouk River. Israel, for its part, is interested in the efficient 
use of the West Bank of the river and in harnessing water from the 
Yarmouk.1 To achieve these limited objectives, Jordan and Israel tend 
to seek stability in the Jordan Valley and in this regard have achieved 
some kind of de facto accommodation in this particular area. In the 
wider Arab context, however, there are those who view this state of 
affairs as tantamount to normalisation. 

The wider inter-regional and international conflicts cause the focus 
of events in the Middle East to shift continuously and to blur the 
sharpness of the specific conflict in Palestine. As to the Palestinians 
in the occupied territories, they must focus on the difficult tasks of 
maintaining the fabric of their society, of resisting dissipation, 
counteracting normalisation of relations with the occupier, fighting 
potential economic, social and cultural stagnation and maintaining 
their Arab and Palestinian identities. External interference, with 
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accompanying constraints on normal activity, complicates these 
tasks. This external control also highlights the growing differences 
between the immediate and projected political and social objectives 
inside the occupied territories on the one hand, and the Arab strategy 
of compromise that has been snowballing in the region since the visit 
of Egyptian President Anwar Sadat to Israel in 1977, on the other hand. 

Questions aboutthe nature of Arab strategy regarding the occupied 
territories have to be raised. Is it accommodation to the Israeli fait 
accompli? Resistance to it? Or a middle course? The limitations of 
this paper do not allow full discussion of the various options. It should 
be noted, however, that none of the parties involved is satisfied with 
the current situation: they seek change. Agreement on the necessity 
of change, however, hides sharp divergences in the scenarios each 
party envisages for the future of the occupied territories. All would 
agree that the major problem is that none of the actors can outline a 
way out of the present quagmire satisfactory to all of them. 

If the Arabs and Palestinians are forced to accept some variation 
of the status quo (with cosmetic improvements such as shared 
sovereignty as set out in the Autonomy Plan drawn up by Israeli Prime 
Minister Menachem Begin after the Camp David Accords or some 
Israeli Labour Party variation of it) then a development plan aimed at 
change would not be an option. The purpose of development in such 
an instance would be to service and sustain the static physical existence 
of the Palestinians in the occupied territories with the explicit, and 
probably exclusive, aim of reducing Palestinian emigration. In other 
words it would be the promotion of static sumud. The resistance 
alternative presupposes a different strategy for development, the aim 
of which will be to promote sumud muqawim. 

I. SUMUD MUQA WIM: THE CHALLENGES 

Sumud is translated in English as 'steadfastness'. The term 
steadfastness, however, does not convey the dynamic nature of sumud 
muqawim (resistance sumud) as it has developed in recent years in 
Palestinian society in the occupied territories. 

The notion of sumud has had different connotations at different 
times and places since the start of the occupation. Its meaning alters 
according to the social class or interest group using it. These 
differences are a function of two main factors: the emergence of 
Palestinian specificities as vested interests established in different 
diasporas, and class differentiation in Palestinian communities inside 
and outside the occupied territories. 
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1. Roots of the challenge 

Funds to support Palestinian steadfastness in the occupied territories 
come from the various Arab regimes and from Palestinians residing 
outside the area. The economic and developmental potential of these 
funds has been diverse depending on source. Nevertheless, in the first 
few years of occupation their purpose was seen by all as transitional 
and short-term. 

Whilst realisation grew of the purpose, nature and duration ofIsraeli 
occupation, sumud funding was never seriously considered by the 
donors as support for fundamental economic and social 
development, or for any serious long -term economic programme. On 
the contrary, in many cases local development and resistance 
initiatives designed to check growing stagnation and counter Israeli 
measures were hampered. 

Differences between the political orientation of Palestinians 'in-
side' and those 'outside' were a natural outgrowth of the physical 
dispersion of the Palestinian people following the 1948/9 and the 1967 
wars. Following the passage by the Arab League of the historic 
resolution at its summit in Rabat in 1974 recognising the Palestine 
Liberation Organisation as the sole legitimate representative of the 
Palestinians everyWhere, the PLO was forced to become an institution-
alised quasi-state and began to share with the Arab regimes some of 
their less benign characteristics. The leadership outside appeared, at 
times, to produce 'standard priorities' with little regard to the needs 
and interests of the occupied territories as seen by the Palestinians 
living there. At the same time Palestinians in the occupied territories 
were presenting a different order of priorities, similar in general to that 
of the PLO but not in emphasis. These dissimilarities found expression 
in overt and covert mutual criticism.2 The divergence also concerned 
the nature of sumud: the outside inclining towards 'static sumud',3 
while the people inside developed a less orthodox and more aggressive 
approach - sumud muqawim. 

2. The Joint Committee 

The two strategies met head on after the establishment of the 
Jordanian-Palestinian Joint Committee in 1978. 'Static sumud' was 
institutionalised by the Arab heads of state and budgeted for at the 
Baghdad Summit. Initially, funds from the Joint Committee flowed 
in to extend higher education, encourage housing projects and support 

289 



TIlE PALESTINIAN ECONOMY 

the municipalities and other institutions. The immediate popular 
reaction was a sense of relief and euphoria. 

The Joint Committee started with a budget of JD 14 million in 1979 
and between then and 1983 disbursed a total of JD 125.5 million.4 
Its activities were supported by the bureaucracy left behind by Jordan 
in 1967 and enjoyed the credibility of the PLO in the occupied 
territories. However, after the PLO established its headquarters in 
Tunis following the 1982 war, policies and allocations of the Joint 
Committee tended to reflect an afflrmation of 'static swnud' with 
greater weight given in its decisions to traditional Jordanian interests 
in the occupied territories represented largely by charitable societies, 
the old Jordanian educational and medical services, the Muslim 
awqaf(endowment) department, the Shari'a courts, the Jordanian 
agricultural and co-operative systems and the passport offlces.5 

The operational record and performance of the Joint Committee 
have been less than satisfactory, however. Steadfastness and 
resistance were replaced with a conventional philosophy of financial 
support. Political divisions flourished, and dependency and social 
polarisation increased.6 The euphoria which followed the announce-
ment of 1979 dissipated and disappointment became widespread 
as people began to take stock of Joint Committee performance. 

The most heavily funded areas of the Joint Committee's 
operations between 1979 and 1983 were education, housing and the 
municipalities. Between them they consumed 58 per centof the total 
budget for this period. Availability of Joint Committee grants 
encouraged students to enter universities. At the same time the number 
of unemployed graduates increased.7 Table 13.1, on the growth and 
employment of graduates, is self-explanatory. The number of 
students asking for support from the Joint Committee increased 
twenty-fold in five years. 

House construction had the potential, according to Abu Kishk, of 
providing extra jobs and solving an acute problem. Had a target of 
providing one room for every three persons in the occupied territories 
been set, he estimated that 270,000 jobs could have been created by 
1990.8 The Joint Committee did not meet this challenge. While it 
spent 68 per cent of the budget Abu Kishk estimated would have been 
required for the above goal, it achieved nothing like the same results. 
The Engineers Association records show that many projects started 
several years earlier and flnanced by the Joint Committee had not been 
completed and that others were structurally unsafe.9 A third group of 
buildings fell in the luxury category while others had to be finished on 
a shoestring. 
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Table 13.1: Graduate unemployment in the occupied territories: 1980-
1985 

Year Number of Increase in Number of Number of Recipients 
Students % Graduates Unemployed of Aid" 

1980 5,263 360 36 23 
1981 7,147 36 818 364 76 
1982 9,873 38 1,230 257 
1983 11,215 14 1,077 469 
1984 13,083 14 2,802 
1985 13,581 3 3,320 

Note: a. Includes graduates from institutions outside the occupied territories. 
Aid to unemployed graduates was halted in 1985. 
Sources: S. Katba, hawla al-ta'lim al-'ali fi al-daffa al-gharbiyya wa-qit'a ghazza 
(Higher education in the West Bank and the Gaza Strip) (Council for Higher 
Education, Jerusalem, April 1983); S. Katba and Yusuf Qassas, Mutakharrijun 
jam'iat wa-ma'ahid al-daffa al-gharbiwa (Graduates of West Bank universities 
and institutions) (Council for Higher Education, Jerusalem, June 1982); Ihsan 
Atiyah et aI., al-kharrijun al-'atilun 'an al-'amal fi al-daffa al-gharbiwa wa-qit'a 
ghazza (Unemployed graduates in the West Bank and Gaza Strip) 2 Issues, 
1984 and 1985 (Arab Graduates Club, Jerusalem, 1984, 1985). 

The municipalities used Joint Committee funding for cosmetic 
changes in the towns and to bolster their bureaucracies. Hardly any 
important infrastructural projects were undertaken. The only excep-
tion was the expansion of the Nablus electricity project, which in any 
event was not wholeheartedly supported by the Joint Committee. 

The United States Agency for International Development 
(USAID), the United Nations Relief and Works Agency (UNRWA) 
and the US government-funded agencies in the occupied territories 
were also challenging sumud muqawim. They are less heavily funded 
than the Joint Committee, but more persistent in pursuing objectives 
through diversified and sophisticated programmes. USAID money 
was provided to projects which had the approval of the occupying 
authority. 

Meron Benvenisti observes that the American agencies' policy 
accepts the Israeli/ail accompli. It is, according to him, an expression 
of US readiness to ride the Israeli bandwagon of pacification.lo He 
described the programmes as tantamount to encouraging 'total 
economic and political integration (of the occupied territories) within 
the Israeli Commonwealth' .11 He describes the triangular relationship 
nurtured since 1967 by the open bridges policy whereby Jordan, 
Israel and recipient Palestinians were implicitly brought into a co-
ordinated network: 'The pivotal role of the PVOs (Private Voluntary 
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Organisations) is clear,' Benvenisti states, 'for they are the only 
factor maintaining contact with all other authorities and coordinating 
the process. '12 He was referring to the US government (through 
US AID) , the Jordanian Government and the Israeli authorities.13 

Questions have also been raised about the role of UNRWA. David 
McDowall, writing in Middle East International stated that 'despite 
the value of the services it provides, UNRW A reinforces a state of 
dependence which many thinking Palestinians realise must cease if the 
Palestinian community is to mature both socially and politically'. He 
points out the irony that 'the majority of the 70 or so international staff 
posts are held by Americans and Britons, who come from the two 
countries held most responsible by many Palestinians for the disaster 
of 1948 and its aftermath' .14 

Since the occupation in 1967 UNRW A has continued to cater for the 
needs of refugees. It has shown itself ready, however, to exert pressure 
on them through cuts in rations and educational and health services. 
The explanation given is that the budget is shrinking. Many 
Palestinians, however, question the motives behind the decision, and 
ask why the cuts coincided with the activities of the Israeli Ben Porath 
Committee set up in 1983 to dismantle the refugee camps in the 
absence of a political solution. 

3. Reaction in the occupied territories 

In reaction to the activities of the external funding agencies including 
those of the Joint Committee a conference on Development in the 
Service of Steadfastness was held in the West Bank in 1981/2. The 
preamble to the resolutions agreed to by the conference stated: 

... the success of any plan for development to serve the purpose of 
sumud depends basically on a clear political outlook aimed at the 
establishment of a just and durable peace based on the recognition 
of Palestinian rights. Until this is achieved, reaching this solution 
from a Palestinian perspective requires an emphasis on building 
national unity on a democratic basis, taking consideration of 
the social, economic and political conditions of those 'inside', their 
daily confrontation with the occupying authority and the constel-
lation of these conditions within the general Palestinian struggle. 
Palestinian decision-making is faced with many difficulties 
because of the dispersion of the Palestinians. Therefore the 
formulation of the local part of this decision, in a democratic way 
within the parameters of national unity, enables the sole leadership 
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of this people (the PLO) to formulate the general Palestinian 
resolution in its final and binding form. IS 

Underlying dissatisfaction with 'static sumud' emerged during the 
conference. Growing dependence imposed by the manipUlation of 
Joint Committee funds was criticised and demands were made that it 
be rationalised.I6 The open bridges policy initiated by Israeli Defence 
Minister Moshe Dayan in 1967, also came under attack. While the 
conference felt it was too late to close the Damia and Allenby Bridges 
over the Jordan River immediately, they demanded that their use be 
highly restricted. 

The danger lies in that those who are developing vested interests 
from the open borders17 may acquire a role in the decision making 
(process) under certain conditions. Normalisation of relations with 
the occupation may therefore become a natural demand for them. 
This probability prompts us to draw attention to the necessity 
to tackle the problem with wisdom and patience.I8 

The conference proposed the following rational guidelines for the 
promotion of sumud muqawim: 

... sumud in the face of Israeli colonial occupation ... requires a 
revision of previous methods in order to stop the ongoing 
deterioration engendered by the (Israeli) authorities. It requires 
also the provision of an acceptable standard of living for the 
Palestinians in order to support their ability to challenge the 
occupation within a clear strategic outlook. This could be done 
by utilising development as one of the effective means of achieving 
this purpose and by discouraging political relaxation under any 
pressure to guide sumud in the wrong direction.I9 

Internal conflicts impeding the process of sumud muqawim still have to 
be resolved. 

II. DEVELOPMENT UNDER CONSTRAINTS 

In the context of the occupied territories, any attempt arbitrarily to 
divorce political and social needs, neglecting the first and concentrat-
ing on the latter, is tantamount to accepting the dictates of the 
occupier that relations be normalised.20 Insistence that the market 
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economy in the occupied territories is the only way to promote sumud, 
while neglecting the political context, only leads to a dead end. 

There are five points which need to be taken into consideration 
when assessing the potential for development under the present 
constraints: 

(a) The basic assumption must be that the West Bank and the Gaza 
Stripare the future site ofa Palestinian state. They are the only places 
where the Palestinians have maintained an uninterrupted relationship 
with the land and have a valid claim to sovereignty over it. Palestinian 
resistance to other proposals containing less than that is legitimised on 
the grounds of their demand for their internationally recognised rights. 

(b) Social and economic development in the occupied territories is 
not a choice but a necessity. Israel's planned destruction of 
Palestinian infrastructure and denial of their right to grow must be 
countered by a strategy of resistance and development. If the 
Palestinians in the occupied territories are forced into submission and 
surrender by the pressure of Israeli measures, the establishment 
of a Palestinian state would be in jeopardy. 

(c) There is growing concern that Israeli policies may fragment 
Palestinian society if they are not checked by sumud muqawim. The 
fear is that socio-economic differentiation between geographic areas 
in the West Bank and the Gaza Strip could result in sub-entities 
being appended separately to different centres ofIsraeli production.21 

(d) Sumud muqawim is a development strategy which attempts, 
through resistance development and steadfastness, to link up with 
Palestinian strategies developed outside the occupied territories. The 
imposition of 'standard priorities' developed by the 'outside' or 
strategies developed by 'futuristic' studies22could lead to misleading 
conclusions. 

(e) The West Bank and Gaza Strip economy is small and dependent 
and has survived, leaving aside the extreme dependence on remit-
tances from abroad, mainly as an appendage of the Israeli, and to a 
lesser extent Jordanian, economies. Under these conditions the 
articulation of a development strategy for the occupied territories 
should logically be discussed as both an interim and a transitional 
solution. 

A case in point is that no development can take place without a 
market. A study of the degree of freedom the captive local market 
still retains is a major necessity. The quantitative and qualitative 
development of the potential of the market could be considered only 
after a thorough analysis oflocal requirements as reflected in prevail-
ing consumption patterns. 
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1. Strategies of development 

One cannot discount the valuable experience in the field of national 
development in other third-world countries. Their programmes may 
be subject to completely different conditions, but the strategies they 
propose can only enrich the Palestinian experience. There is a wide 
variety of theoretical choices in the development literature. Some are 
structurally irrelevant because their analytic bases or basic assump-
tions are not valid in the occupied territories. Others are useful but 
would require a degree of indigenisation amounting to almost total 
reconstruction. Theoretical studies are a further source of inspiration 
which cannot be undervalued. A careful and conscious scrutiny of 
the external theoretical and practical models will facilitate the choice 
of components for the local strategy. 

Care has to be taken with models which are not related to the 
international, political, social and internal specificities of the occupied 
territories. Current discussions have focused on two possible 
strategies for the occupied territories: import substitution and 
export-oriented development. Both have shortcomings. Capital 
intensive, export-oriented production would sharpen social polarisa-
tion, weaken the social cohesiveness of the occupied territories and 
reduce the population's ability to face external dangers. Over and 
above this, the Israeli authorities' control of fiscal, trade and other 
economic mechanisms raises major questions about the viability of 
such proposals. A limited version of export-oriented growth does, 
however,appear to have some potential atpresent, ifJordan's open 
bridges policy could be rationalised. Nevertheless, it could lead to 
even greater peasant differentiation and marginalisation and give 
Jordan greater control over the occupied territories. Both these 
possibilities are defmitely undesirable, politically and socially. 

The theory of import substitution, on the other hand, was 
developed as a strategy for independent and generally resourceful 
third- world countries and not for relatively small areas under foreign 
domination. In the occupied territories it has been proposed basically 
as a policy for industrialisation, rather than as a comprehensive 
development plan, and as such, its capital intensive and technological 
orientation would, among other things, aggravate the already serious 
problem of unemployment. 
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2. Towards an indigenous strategy 

The idea of import substitution should not be dismissed altogether, 
however. A development strategy derived from the theory, one which 
encouraged local production to serve local consumption, would 
undoubtedly strengthen self-reliance and the strategy of sumud 
muqawim. Such a process could be developed by maximising co-
ordination between the different sectors to enhance their collective 
and integrated performance. This would also provide the means to 
counteract degeneration and allow Palestinians to take initiatives. In 
short, it would entail building an appropriate strategy for development. 

Some of the problems facing the development and implementation 
of such a theory are clearly evident. The human resources required are 
clearly available. They need, however, adaptation through education, 
training, guidance and rationalisation. The material resources of the 
occupied territories fall short of the local needs to prevent stagnation 
and promote development. External resources need to be invited to fill 
the potential deficit. Some assessment therefore should be made of 
the maximum 'tolerable levels of stagnation', the mmunum 
development level necessary for steadfastness and the terms and 
conditions under which both these limiting conditions will be admini-
stered. 

Locally controlled external funding serves the sumud strategy and 
enhances co-ordination between 'inside' and 'outside'. Such a 
relationship would bridge the gap between the two parties caused by 
difficulties of communication. An 'inside' aware of its immediate and 
intermediate needs, and an 'outside' conscious of its role as the 
provider of material and moral support would pave the way for the 
realisation of Palestinian national aspirations. In other words, the 
synchronisation of the defined 'need' of the inside and the defmed role 
of the 'outside' to serve the national cause of all Palestinians would 
minimise friction on secondary issues and promote greater consensus 
on the major ones. 

Despite the drawbacks mentioned above there are grounds for 
guarded optimism concerning the success of a local development plan 
aimed at supporting sumud muqawim. It means an uphill struggle, 
however, which will need the support of the PLO leadership outside, 
and even more, its full commitment and understanding. Social, 
cultural and economic priorities established inside the occupied 
territories must take precedence over conceptualisations arrived at 
outside. Local initiatives have never been at variance with general 
Palestinian strategy. There is a case, however, for arguing that 
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external conceptualisations have failed m unportant instances to 
include the 'internal' dimension. Thedevelopmentofan appropriately 
flexible relationship between 'inside' and 'outside' to facilitate 
development efforts and enhance sumud muqawim requires recogni-
tion in the interim of two complementary yet separate strategies. It also 
requires deeper mutual confidence and the further democratisation of 
Palestinian decision making processes. 

The local strategy for development has to be a process rather than 
a static structure, a process which develops continuously towards 
functionality and efficiency. There is nota standard approach, though 
efforts to achieve one have been started. Different groups in the 
occupied territories have adopted different dynamics to effect devel-
opment Some have defined sumud in a negative or metaphysical 
way.23 Istambuli, on the other hand, has suggested that solving the 
problems of production and consumption and the binding of the result 
to sumud in its practical meaning is the most pressing priority. He 
further asserts that there is a need to establish a social system able 
to mobilise productive efforts to serve the basic needs of society more 
efficiently and distribute this effort more evenly at the same time. 
Recognising the link between sumud and development, Istambuli 
suggests a sumud society does not only produce, but also responds to 
the needs of consumption in terms of quantity and quality.24 While he 
touches on the problems of the dependent market in the occupied 
territories by referring to the difficulties in disposing of surpluses in 
the system he proposes, he makes no suggestions for a solution.2S 

Another approach, taking as its starting point the need to develop 
a programme not only to arrest but to reverse the degeneration of 
the occupied territories, fmds some use in the classical approach to 
development. It calls for a move away from instantaneous and 
emotional reactions to Israeli and other external activity and towards 
the development of a strategy to challenge occupation.26 Clearer than 
Istambuli with respect to the market, it proposes a reduction in 
dependence on the external market and minimisation of its negative 
political effects through the control of production and its diversifica-
tion to meet local consumption patterns.27 

Although these approaches, articulated in various forums in the 
occupied territories, touch on a number of key issues of substance 
and of method, the following issues must be taken into account when 
conceptualising a framework for development for the occupied 
territories: 

(a) The Palestinians are living under prolonged occupation. All 
areas of life have been transformed since 1967 and a socio-economic 
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specificity has developed. These conditions, though forced on the 
Palestinians, could be used to promote sumud muqawim against the 
occupation. 

(b) To achieve this end development should be encouraged. The 
alternative is stagnation and degeneration. 

(c) Local efforts to research and evaluate experiences in the 
occupied territories and to define and redefine objectives should be 
continuous. Use must be made of experiences in other parts of the 
world when drawing up development policy, but the local experience 
is indispensable. 

(d) A brake must be puton the growth of dependence of the occupied 
territories. Therefore, strategies which have the effect of increasing 
dependence, such as export promotion, should be carefully studied. 

(e) Agriculture in particular, especially in the Jordan Valley and 
Gaza, requires reappraisal. A study of a mixed subsistence market 
agriculture with the purpose of enhancing self-reliance deserves 
serious attention. 

(0 Indigenisation of the education system is another priority. 
Failure to arrest its present degeneration will encourage alienation 
and accelerate unemployment. 

4. Authority 

The question arises of what local authority will implement sumud 
muqawim and create a local development strategy? The Israeli 
presence, Jordanian influence, the right of the PLO to represent all 
Palestinians everywhere and US-funded agencies all affect the ability 
of local Palestinians to decide on development priorities. The most 
destructive influence is that of Israel, which is constantly creating 
new facts on the ground to substantiate its claim to sovereignty over 
the occupied territories. 

Since 1967, Israel, with the support of important external forces, 
has sought to prevent the establishment of a Palestinian state. Israel 
has always sought to obstruct the development of national institutions 
in the occupied territories, has also shown preference for Jordanian 
supported, rather than PLO supported, institutions. The former were 
encouraged to expand after the landslide victory of the local national 
movement in the municipal elections of 1976 and were allowed to re-
establish relationships with central offices in Amman after the 
founding of the Joint Committee in 1978. Israel's objectives were 
clearly to curtail PLO influence and frustrate the Palestinian national 
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movement in the occupied territories. Israel's actions in this 
regard were unwittingly aided by the conflicting interests, and often 
outright conflict, among external interested parties which held to 
differing views with regard to dealing with Israel's policies and actions 
in the occupied areas and which entertained divergent visions with 
respect to the future of these areas. 

5. Domestic power structure 

The social structure of the occupied territories also impedes the 
consolidation of an effective leadership in the occupied territories 
to co-ordinate social and economic activities. The present social 
structure has ancient roots. The mukhtar, the traditional office of 
village or quarter leader, was established by the Ottoman authorities to 
enhance their control. It was retained ftrst by the British and then by 
the Israelis. The hamula (clan) and family structures have outlived the 
socio-economic conditions which forged them and withstood the 
dynamics of change. Non-capitalist and modem production systems 
are both found in the West Bank and the Gaza Strip, coexisting in a 
mainly rural society dominated by patriarchal relations. Productive 
forces have developed irrationally, adjusting to the standards of a 
market-orientated society and traditional village values. Hybrid social 
relations are developing which lack the immunity of the old social 
structure and have failed to acquire the modem characteristics found 
in Israeli society. 

The position of thefallahin (the peasantry), provides the most stark 
example of social hybridisation. Forced expropriation of land has 
pushed them into a coercive association with modem means of 
production, yet they have continued dependence on agricultural 
work to supplement subsistence wages. Women are abandoning their 
traditional status and entering modem productive areas at an unprece-
dented rate, pushed by impoverishment and pulled by Israeli market 
forces. In both cases, fallahin and women have become part of a 
modem production system, yet retain most of the values of a rural 
society and continue to accept the controls of the traditional structure 
of authority. This paradox together with external interference which 
supports the traditional structure have inhibited both women and 
fallahin from redeftning their new social status within the framework 
of a Palestinian nationalist consciousness. 

The money coming into the occupied territories from outside has 
also distorted the social structure. Funding led to a certain degree of 
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capital formation and produced real social differentiation. Other 
funds have produced polarisation by buying allegiances. The absence 
of any fundamental economic base for the Palestinian 'nouveaux 
riches'makes it continuously dependent on funds from abroad, which 
only fosters dependency and external interference. 

The traditional bourgeoisie in the occupied territories, however, 
displays a greater flexibility towards, and consciousness of, their 
preferred future. While its members look forward to an independent 
Palestinian market, they aspire to support the winning political option. 
They seek the position of brokers in any future settlement between the 
Israeli market and the Arab market represented by Jordan. 
Palestinian bureaucrats form another component of the power 
structure. Having served more than one authority with competence 
and being divorced from any productive base, the bureaucracy has 
developed into a career structure not responsive to the intrinsic 
interests of the majority of the Palestinians. 

Notwithstanding this constellation of problems emanating from the 
authority structure and external intervention, the inability of the non-
indigenous actors to co-operate among themselves in any effective 
way leaves substantial areas free from their control. Similarly the 
oscillating nature of their influence, irrespective of attempts to stabilise 
traditional control mechanisms within the present control system and 
thus force absolute dependency on the Palestinians, ironically contrib-
utes to the antithetical dynamism of the traditional structure against 
imposed control. The Israelis' determination to force submission on 
a traditional system which has a vested interest in autonomy produces 
reaction and resistance. The local,integrated approach to theproblem 
of authority in the occupied territories cannot be comprehensively 
dealt with in this paper. However, it is imperative that higher levels 
of co-ordination be developed among different groups along with the 
adaptation of traditional authority structures to the needs of sumud 
muqawim. 

ill. DEVELOPMENT IN THE OCCUPIED TERRITORIES: THE 
NATIONAL MOVEMENT AS A SOURCE OF AUTHORITY AND 
PROMOTER OF DEVELOPMENT 

The more sophisticated urban political elite, prompted by the 
challenge to the national interest of unwanted external interference, 
mobilised against it and endeavoured to consolidate the national 
identity. Different forms ofleadership came into being after 1967, 
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the most political of which were the Islamic Committee, founded in 
1967, the Palestine Patriotic Front, established in 1973 and the 
National Guidance Committee (NGC) set up in 1978. Different forms 
of national movement developed, responding to the contemporary 
needs and conditions. The only constant since 1967 has been the 
challenge to the Palestinians' ability to control their fate. The NGC 
was the most sophisticated of the groups mentioned above, bringing 
together in its leadership representatives of the municipalities, 
professional and labour unions, students, the various political 
movements and several independents. The Israeli authorities were 
hostile to it; most forces on the 'outside' looked on it with mixed 
feelings tinged with apprehension. Both saw it as an unwelcome 
competitor. When the Israelis banned it in 1982, its detractors on the 
'outside' forgot to eulogise it 

However successful these initiatives were in their respective peri-
ods, external coercion and structural difficulties rendered them 
inoperative under the changing conditions. The removal of the mayors 
from office in 1982 and the prom ulgation of a series of military orders 
restricting the freedom of educational, trade union and other urban 
institutions exposed their individual weakness.28 Their inability to act 
collectively, their divorce from the rural areas and the encouragement 
of factionalism by certain external factors increased their weakness. 

Israeli academic and army officer Menachem Milson, in an article 
in the American magazine Commentary,29 expounded the need of the 
Israelis to eradicate the influence of the PLO in the occupied 
territories. He was appointed to a position in the military 
administration to politicise the grievances of villagers vis-a-vis the 
urban leadership in the occupied territories. To this end he 
established the Village Leagues and the Civil Administration.30 Both 
failed, but at the same time the urban leadership was not able to 
withstand the thrust of the Village Leagues. The net result was 
ambivalence and the recognition of the need for a new start. 

There are many reasons for Milson's failure, but foremost among 
them was ordinary villagers' lack of confidence in the Israelis. The 
experience of occupation and that of the Palestinians inside Israel 
both generated mistrust. Another important reason was the disjointed 
power structure in the rural areas which Milson attempted to mobilise 
against the urban leadership. Jordan, with longer experience, 
particularly in the West Bank, made a sharp distinction between its rule 
and Israel's. The latter was clearly perceived as a vehicle of 
uprootedness, while the former presented itself as a provider of 
funds, facilities and protection of land ownership. 
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The national movement's failure was to neglect the historic 
differences between town and country. Its inability to mobilise the 
rural population left them prey to external factors. The door was left 
open to the US-funded agencies and the Jordanians to promote control 
in rural areas. The Catholic Relief Services, the Community Develop-
ment Fund and American Near East Refugees Aid (ANERA), all 
became active in rural areas improving the 'quality of life'. 31 The 
Jordanian co-operative and agricultural system wielded its influence 
through the mukhlars, the village councils and the traditional rural 
leadership. 

It is never too late to start, however, and from the late 1970s the 
popular movements began activities in villages. Charitable societies, 
which are city based, governed by Jordanian law and federated to, and 
governed by the regulations of, the General Federation of Charitable 
Societies in Amman also reoriented their work after 1967. While in 
general charitable societies are confined to social work and charity, 
serious attempts were made by some of them to start development 
work. The Jerusalem federation took up development activities, 
taking a lead from some member societies.32 The Arab Women's 
Union of Bethlehem demanded the local charitable societies move 
from charity work to the promotion of steadfastness as far back as 
1967.33 

The In'ash al-Usra society (Family Rejuvenation Society) is a more 
obvious example. From its foundation in 1965 it distinguished itself 
by its non-traditional approach. Its main guiding principles were 
developmental in nature, albeit romantic.34 The slogan of the society, 
'Building the Palestinian Family is Our Job',35 reveals a more 
concrete commitment to development. Among its present objectives, 
which matured after many years of experience, are the encourage-
ment of rural handicrafts, there-establishment of productive projects 
and the discouragement of direct charity.36Its programme is clearly 
oriented towards the maintenance of a version of the subsistence 
economy to promote a higher degree of self-sufficiency and self-
reliance. Its most recent project, an agriCUltural extension programme 
training village women in animal husbandry and the care of family 
orchards and fields, indicates its dedication to development.37 

In the Gaza Strip a survey carried out by Alison Kelly provides 
a wide range of information on the social service structure of the 
non-profit organisations. It also gives many interesting comparisons 
of the nature of the leadership of those societies. Kelly observed a 
close association of particular societies with their principal leader, to 
the point where people equated the society with him or her.38 She 
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acknowledged that at the time, these organisations provided the only 
opportunity forresidents of the Gaza Strip to be involved in planning 
their futures and establishing a Palestinian infrastructure, and observed 
that the occupation was the single most adverse factor facing these 
organisations.39 

In the majority of cases, however, charitable societies in the occu-
pied territories have exercised a policy of pacification through 
charity. They have also enhanced urban control over the rural areas. 
Any changes in policy have been, for the most part, cosmetic and the 
involvement of people from the rural areas in decision making 
marginal. The chairman of the Jerusalem Federation of Charitable 
Societies confessed that funds coming in over the bridges have 
favoured the towns. Activities and services, he concluded, have 
followed the same lines.40 

But despite their many drawbacks in performance and objectives 
both social and political, the potential of the charitable societies 
should not be underrated. Greater work is needed to redirect their 
efforts towards development, co-operation and co-ordination if their 
usefulness is to be enhanced. This change can come through a more 
active and direct response to grass-roots needs and demands.These 
have been increasingly articulated by grass-roots, popularly based 
organisations now active in the occupied territories. 

This being the case, why did the grass-roots associations emerge? 
Are they an expression of defiance to the more traditional charitable 
societies which proved unable to meet the challenges of a development 
resistance to Israeli occupation? Or do they represent only political 
arenas disguised as developmental groups? Both elements, political 
and social, are certainly part of their make-up, but basically the grass-
roots movement is a development instrument with political motivation. 
The groups are distinguished from the charitable societies in that they 
are based solely on popular legitimacy, that their activities are carried 
out through voluntary work. They are further distinguished by being 
able to function in both the West Bank and the Gaza S trip as a dynamic 
and unifying factor between the two geographic areas.41 They are 
harassed by the Israelis and are categorised by the traditional 
leadership as radical and unorthodOX.42 

There are grass-roots movements active in the fields of health, 
agriculture, land reclamation and women's activities. The first two 
deal with technical problems, the third is promoting the traditional 
principle of 'awna (mutual help) and land reclamation, while the last 
is concerned with women's issues and problems. 

The objectives of the grass-roots organisations are best summed 
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up in the words of the secretary of the Higher Committee for Voluntary 
Work. 

We do not only build a wall or pave a road. We build a new human 
being ... Working on the land voluntarily and extending help to the 
village and institutions is an exercise of the fIrst degree. It helped 
in the crystallisation of a new set of ethics, dearly nurtured by the 
Higher Committee. Ourpurpose is to turn voluntary work ... into 
a workshop and a school, both able to provide our Palestinian 
people with pioneering individuals abiding by national ethics, 
fmnly anchored to the land and highly dedicated to the national 
cause, (proving themselves) through their sweat and labour.43 

The rural-oriented popular organisations are the national movement's 
answer to its previous neglect of the villages. It is a paradox that the 
factionalism, which spread after 1980 like an oil slick on water, 
produced four distinct popular movements which imitated and 
duplicated each other. The ideological incompatibility between them 
has since been overcome in some cases. 

The women's movement, for instance, has seen progress in co-
operation since 1983. In contrast, competition characterises the rela-
tionships of their counterparts in other fIelds. There is hardly any 
relationship, for example, between the Voluntary Work Committees 
and the Youth Committees for Social Work. 

The explanation in the fIrst case lies in the common problems 
women face. These include the problems of detainees and prisoners, 
juvenile delinquency and the curfews imposed on refugee camps. The 
secretary of the Working Women's Committee stated that co-operation 
had recently taken place among the movements with different 
political leanings at branch level. She added that while there had been 
no central co-ordination of social activities, she expected relations to 
continue to grow.44 

It would be wrong to conclude that there is potential 
confrontation between the different voluntary groups, but there is room 
for them to complement each other's work more effectively. Given 
the area of the occupied territories and setting against it their limited 
resources, their differences have stimulated competition rather than 
confrontation. 

The grass-roots movements do face problems, most of them 
emanating from the nature of the society in the occupied territories 
and their relationship with the 'outside'. Other factors playa part as 
well. On one level, some of the groups are caught in the classic rural-
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urban dichotomy. They function none the less in the rural areas, but 
are more politically motivated than development oriented. Others, 
especially those working in agriculture, health and voluntary work, 
are more development oriented. They are interested in penetrating 
the traditional barrier between city and village by promoting 
awareness of local problems and providing solutions. The 
Agricultural Relief Committee, the Medical Relief Committee, the 
Voluntary Works Committee and the Working Women's Committee 
are the most pioneering in that field. Their services have been long 
felt in recipient villages. 

Other problems faced by the developmental groups are that they are 
not licensed by the authorities and therefore face the constant risk of 
being disbanded. The National Guidance Committee, which acted 
openly as a popular movement and was made illegal in 1982, is a case 
in point The grass-roots movements already face harassment by the 
authorities, as do individual members. Their continuity will be 
determined by their ability to bypass Israeli restrictions and to regen-
erate themselves. On the one hand Israeli interests and behaviour are 
highly unpredictable and the movements must therefore face risks 
beyond their control. On the other, as the leaders of the movements 
grow older their ability to pass the spirit of voluntarism on to the 
younger generation will test their control of this process of social 
change. 

IV. CONCLUSION 

Since Israeli occupation in 1967 the West Bank and Gaza Strip have 
acquired special social, economic and psychological characteristics 
which were not there before. Important though this is it has not been 
actually internalised in the policies of the Palestinian leadership and 
the Arabs outside and has therefore had little impact on their 
strategies vis-a-vis the occupied territories. Because of this, a 
statement of purpose on development in the occupied territories based 
on emerging socio-economic and political realities in these territories, 
and unencumbered by any external objection, is a pressing need. An 
indigenous development strategy related to the stated purpose should 
likewise be formulated. 

It is equally important to divide the strategy so that it substantiates 
Palestinian aspirations in two interrelated stages: the maintenance of 
sumud (of Palestinians on their land), and the second stage of 
implementing UN resolutions on the Palestinian question. Sumud is 
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a prerequisite for any just and durable solution to the conflict. This 
sumud must be sumud muqawim. To become effective, sumud 
muqawim has to produce altemati ves to what the Israelis offer or 'static 
sumud' promises. It has to embrace a new vision of development aimed 
at enhancing the ability of people to withstand Israeli pressure, 
growing social polarisation, the commercialisation of culture and 
material and spiritual impoverishment. 

The provision of a popular moral authority will be an uphill 
struggle. It should be possible to promote the moral authority of the 
indigenous social, political and educational institutions. The existing 
structure of authority in the rural area, traditional though it is, has 
positive characteristics which can be utilised. Any attempt to promote 
an integrated rural-urban moral authority should be encouraged. 

The integrated concerted efforts of formal local institutions and the 
grass-roots movements wield an authority of immense influence. 
The political struggle is apt to produce different combinations of 
alliances, but national unity and the widest alliance possible among 
the formal and non-formal institutions is a necessity and a matter of the 
highest priority. 

A formal development plan cannot be drawn up or implemented in 
the absence of Palestinian national sovereignty. While conditions in 
the occupied territories are in a state of flux, however, an order of 
priorities for these territories could be designed by the Palestinians 
'inside'. 

The concept of self-reliance is taking hold in Palestinian 
universities, unions, associations and movements. Over-reliance on 
funds from politically motivated sources outside has proved self-
defeating. The price tag attached to this aid in the form of political and 
social dependency is greater than the Palestinians can afford. The old 
Arab saying, 'The people of Mecca are the best experts on its 
topography,' has demonstrated its relevance and validity. While cast 
in the role of the Meccans, the Palestinians in the occupied territories 
are none the less aware of the indispensable relationship with the 
Palestinian community outside. They have no illusions that their 
political aspirations can be divided from those of the Palestinian 
diaspora. The liberation of the one lies logically and dialectically in the 
emancipation of the other and vice versa. A two-tier strategy 
conducted in two geographic locations and under two sets of different 
conditions does not preclude a mutually reinforcing complementarity. 

Social and economic specificities exist between 'inside' and 
'outside' and there are conflicts between and within them. The 
Palestinian leadership should recognise the dialectical nature of these 
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conflicts and harness them in the service of a global Palestinian 
strategy. Maladministration of these conflicts, whether by ignoring 
or suppressing them, could raise the conflicts to the level of contradic-
tions. Such a development, if it were to materialise, would, in the long 
term, disrupt wider Palestinian goals and strategies. The approach 
outlined in this paper, in recognising the specifidties of both the 
occupied territories and the Palestinian diaspora in the present histori-
cal context, calls for an integrative approach based on the organic, 
and mutually enriching relationship that binds the two sides together. 
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Towards a Strategy for Development: 
Empowerment and Entrepreneurship 

Harold Dick 

I. INTRODUCTION 

1. Empowerment and entrepreneurship in economic development 

The empowerment of the economic development process begins with 
people, not with capital, natural resources, skills or infrastructure. 
This process finds its creative, energising force in the human spirit, 
that fixes on an idea and then drives relentlessly to achieve an 
economic objective. This spirit is evident in the peasant woman from 
Suceif (a village in the Hebron district), who excels in producing 
quality needlework which will command a top price on the market and 
is also observable in the farm equipment manufacturer from Jenin 
who produces highly competitive agricultural machinery. An 
agricultural co-operative near Hebron displays this quality in providing 
competitively priced seedling and olive oil press services to its mem-
bers. 

The empowerment of the occupied territories economy will 
provide a more secure fmancial base, which will allow Palestinians to 
feed, clothe, shelter and educate themselves, and enable them to enjoy 
their culture and religion in a manner consistent with the priorities they 
have set. Economic strength (empowerment) will allow Palestinians 
to develop structures and systems to stand fast under occupation. 
Palestinians themselves must then decide how they will deal, not only 
with matters of social justice, but also with the distribution of income 
they gain from their increased economic power. 

It is the contention of this paper that a strategy for economic 
development needs to find its roots in the entrepreneurial model which 
is alive and remarkably vital despite the abundant constraints. Collec-

311 



TIlE PALESTINIAN ECONOMY 

tive and private entrepreneurs, the flesh and blood of an economy, do 
not need to be taught the merits of self-sufficiency, but demonstrate 
resilience and vitality by their very existence. Too often development 
strategies have focused on such things as training, credit, subsidies, 
natural resources and 'experts'. These factors are all idle and 
immobile without the addition of entrepreneurship. This quality or 
ability rests in a person, or a group of people, who are prepared to incur 
the risks inherent in forming and operating a business enterprise. The 
point is that the spirit of entrepreneurship is an essential ingredient in 
any economic enterprise, whether collective or private, ifitis to operate 
successfully. 

2. Constraints and competition 

To gain greater control of their economic destiny Palestinians in the 
occupied territories must confront two massive 'abnormal 
constraints' which compound the normal obstacles of few natural 
resources, competitive markets, transportation restncl1ons, 
inadequate credit or unavailable skilled manpower. Firstly, any 
person or group undertaking a business initiative must contend with the 
disruptive, oppressive role of the occupying military authorities. 
This role manifests itself in economic life from the denial of a permit 
to open a mineral water bottling plant to the physical and mental 
harassment of those who desire to sell their agriCUltural produce in 
Jerusalem, Israel or Europe. 

Yitzhak Rabin, Israel's minister of defence,delivered the ultimate 
competitive challenge to the occupied territories in February 1985 
by stating: 'There will be no development (in the occupied territories), 
initiated by the Israeli Government, and no permits will be given for 
expanding agriculture or industry (there), which may compete with 
the state of Israel.' 1 Practice confIrms that the occupying authorities 
reject any notion of fair competition and would suggest that they are 
attempting to stifle the entrepreneurial will of Palestinians with raw 
force. 

The second constraint lies in the massive injection of remittance 
monies from abroad and from salaries earned in Israel, that skew 
expectations of Palestinians and make it difficult for a more authentic 
local economy to compete. These funds now provide the operating 
funds for the hospitals, universities, co-operatives, school systems and 
charitable societies. Externally generated funds have also been 
invested in personal consumption including houses, cars and optional 
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consumer items. The sources of these funds are becoming increas-
ingly insecure. They are vulnerable to cycles in the Israeli economy 
andare sensitive to economic and political developments in the Gulf 
region. Dependency and insecurity result because Palestinians are 
not in a strong bargaining position to ensure that these funds continue 
to flow. 

In addition to dealing with these two constraints, any economic 
development strategy must start from the perspective that the market 
for products or services is already intensely competitive. There 
simply are too many opportunists earning money on good ideas. Every 
car repair shop, blacksmith, cabinet maker and olive wood manufac-
turer is competing with somebody else down the street This internal 
competition is further compounded by the pressure ofUS$ 860 million 
worth of imports from Israel and Europe.2 These imports include 
everything from Greek olive oil, to Israeli clothing and food products, 
to farm machinery from Italy. These imports are of high qUality. If 
Palestinians are to develop the productive sectors of their economy, 
they will need to develop a competitively priced, quality product 

Paulo Freire has stated, 'Freedom is acquired by conquest, not by 
gift It must be pursued constantly and responsibly.'3 Economic 
markets and freedom to pursue them will require vitality and 
perseverance. Some entrepreneurs in the occupied territories, both 
private and collective, have dealt successfully with competition, with 
remittances and the military. They have demonstrated that economic 
freedom can be created. 

3. From a defensive to an offensive strategy 

For an entrepreneurial spirit to flourish economic development 
strategies must be offensive in nature, not defensive. Following the 
occupation these strategies were understandably defensive in scope. 
There was acute dislocation, psychological immobility and political 
insecurity. Economic thinking was survivalist with an emphasis on 
the need to stay on the land, to educate children and to earn an income, 
no matter where. More fundamental economic planning would occur 
after the occupation ended in a political solution. 

This strategy presented itself in the expenditure of large amounts 
of capital from the Arab world, the Jordanian-Palestinian Joint 
Committee, the UN and voluntary agencies. These funds built roads, 
universities, water, sewage and electrical systems and private homes. 
This could only be seen as a short term strategy since these develop-
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ments depended on external funding. Only the investments in the 
agricultwal sector paid off in dramatically increased productivity of8.6 
per cent per year in constant values.4 

A strategy of empowerment must be based upon increased 
productivity in the agricultural, industrial and services sectors of the 
occupied territories. This empowerment must be achieved within the 
competitive nature of interdependent economic relationships with 
Israel, the East Bank, Europe and the Arab world. This paper does 
not suggest that one can become self- sufficient. No one is self-
sufficient. The issue is one of how empowered can Palestinians 
become within these interdependent relationships. Palestinians must 
gain greater control over the facets of production, marketing and 
finance required to fuel the economic engine of the occupied territories. 

This is an experiential paper that will focus on economic strategies 
from the perspective of entrepreneurship and will consider the role 
of grants/credit, agriculture produce marketing and small business! 
industrial developmentS 

II. GRANTS/CREDIT AND THE ENTREPRENEUR 

1. The importance of risk in capital formation 

The entrepreneur thrives on the risks inherent in mobilising capital. 
Nothing sharpens the acuteness of the senses and motivation more 
than being held accountable for the performance of capital in a business 
enterprise. It doesn't really matter whether the capital is private, from 
lending institutions or the government. 

Blacksmiths, who have all their own and some borrowed capital tied 
up in stock and equipment, must fmd ways to sell their product or 
face the prospects of losing their capital. It is this risk that causes them 
to work longer hours and produce the finest quality work they can. 
They must then develop contacts among farmers, contractors and 
engineers to ensure that their services and products will be considered. 
The Palestinian farmer is probably the quintessential risk-taker, 
annually gambling a large pool of their assets on fertiliser, irrigation, 
trellising poles, and livestock in anticipation of a good crop and 
superior prices. 

The manner in which capital is mobilised will frequently 
determine how successfully it will be used in the entrepreneurial 
process. The more accountable a person or group is for its capital, 
the more rigour and discipline will be imposed to ascertain that a 
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prospective venture is sound in the fIrst place and then assure no effort 
will be spared to make the venture profItable. 

2. The potentially destructive role of grants 

Grants, soft loans, loans with low interest rates and long grace periods 
are potentially the most destructive fonn of capital mobilisation, 
particularly if these methods continue to be used for a prolonged period. 
'Easy money' has to be based on some fonn of philanthropy. Grants 
and soft loans that depend on an international donor community 
over an extended period fInally call into question the dignity of the 
individuals involved and perpetuate a neo-colonial type of relation-
ship. Grants used to stimulate economic growth perpetuate the 
feeling that people deserve a break. This is a state of mind that is 
counterproductive to the development of the entrepreneurial process.6 

Money is never free anywhere. It always costs something. A grant 
or service rendered free of charge should be subject to suspicion and 
should be questioned in tenns of the motive of the grantee or its quality 
and relevance. Serious people appreciate straightforward, honest 
business relationships.7 Grants may serve a function for a time, but 
when they are used indefinitely they become counterproductive to 
sound economic development. Three examples will serve to 
illustrate the point. 

(i) Zheidat 

During the last ten years voluntary agency funds and funds from the 
East Bank were mobilised in the fonn of grants and zero interest loans 
to develop Zbeidat in the] ordan Valley. Drip irrigation was introduced, 
houses and roads were built, a domestic water system was installed 
and the village was electrified. The relative well-being of the people 
began to express itself in the odd television set and refrigerator. The 
development of the village was deemed to be observably good. 

However, the long period during which 'easy money' was 
available to the village also created dependency. Any new initiative 
entailed a trip to the voluntary agencies or the East Bank to get funds 
for a community centre, a kindergarten or a health project. This 
routine became a way of life and fInally had a demonstrably negative 
impact on the collective entrepreneurial will of the community. 

Nothing was more important to the economic health ofZbeidat than 
a reliable water supply. The primary income generator for the village 
was their vegetable harvest, which depended totally on irrigation. In 
September 1984 the village pump broke down just before the 

315 



beginning of the new planting season. The people could not or would 
not find the resources inside the village to replace the pump. 
Dependency had paralysed them. In desperation they turned to the 
voluntary agencies and to the East Bank for funds. It was a time of 
economic crisis, since the life-blood of the village was at stake. In 
the end the traditional pattern of dependency asserted itself with a 
number of agencies providing the funds for a new pump. The cycle 
of counting on funds from 'somewhere' perpetuated itself. 

The real empowering developmental issue was whether the 
village would begin to collect funds during the next eight years of 
anticipated life of the pump in order to replace it. The lesson will 
probably not be learned. The will of the people to act collectively 
in their own economic interest has almost certainly been compro-
mised. 

(ii) A seedling nursery 

In 1984 approximately 650,000 olive seedlings were sold throughout 
the West Bank. They were supplied by approximately 15 nurseries, 
both co-operative and private. The smallest nursery provided no more 
than 20,000 seedlings, while the largest provided about 200,000 at 
an average price of JO 0.030 each. 

Recently a group of well-intentioned, young agriculturalists 
petitioned funding agencies to provide the entire initial funding for a 
150,000 olive seedling nursery. In terms of their application the 
individuals in the collective were not required to put up any money 
themselves. They were not being asked via a loan mechanism to be 
accountable for those funds, or for the viability of the enterprise. There 
was no financial risk for the people involved. The grant would put 
them in a position dramatically to affect the production of olive 
seedlings on the West Bank. 

Agricultural experts indicate that there is no particular shortage 
of olive seedlings on the West Bank. Unless the collective has some 
new market in mind the 20-25 per cent increase in production will 
drastically alter the equilibrium of supply and demand by which other 
producers have operated. The producerof20,OOO seedlings, who had 
no help with start-up costs faces potential ruin. Inevitably a price war 
will be started as larger producers attempt to retain their market share. 
Price wars are not necessarily a bad thing provided the producers have 
sufficient margins left to capitalise production costs for the following 
year. In the long run the laws of supply and demand will assert 
themselves and after two or three years several producers will have 
gone out of business and a new producer because of an 'abnormal' 
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advantage will have been launched. As many jobs will be lost as 
created. 

If the individuals involved in the collective had been dealing with 
effectively costed money, and if they had been liable for the capital in 
question, a much more thorough market study would have been 
undertaken. The research might have showed them that a grape 
seedling nursery with phylloxera-resistant root stock would provide a 
business opportunity where the use of effectively costed capital would 
produce a good profit 

(iii) An egg producer 

In 1982 an organisation received approximately US$ 40,000 from 
several funding agencies to establish a 3,200 bird poultry operation 
to produce eggs as an income generating project for the organisation. 
The money was all delivered in the form of grants and capital did not 
need to figure in the costs of production. After some initial problems 
the operation began to generate income. 

As the eggs from this organisation began to appear in the shops, 
the impact was felt by other producers in the area. It became apparent 
that the new producer organisation could command whatever market 
it wanted because of the inflexibility in pricing. After considerable 
consternation and frustration had developed on the part of other egg 
producers, they came up with a rather ingenious and logical plan. 
They presented a grant application to a second agency to enable them 
to compete in the market place with the new operation. The effect 
of grants on the risk-taking entrepreneurial farmers was very 
disruptive. The ultimate irony, however, came when it was time for 
the organisation to replace its chickens. Since they had not retained 
any capital to replace the chickens they had to re-apply for further 
grants. The organisation had not become empowered. It had simply 
become more dependent. 

There is a role for development money in the fostering of the 
entrepreneurial spirit. Sections III and IV will give examples of how 
it may be employed so that it doesn't subsidise existing production 
gluts, but creates new opportunities. 

3. The role of credit 

Ultimately credit, accompanied by sound technical advice, is the 
method which will demonstrate the effectiveness of money mobilised 
in a particular venture. Not only will this method help give an 
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authentic analysis of economic viability, but it will also ensure that the 
relationship between the source of the funds and the user of the funds 
will be unpatronising, professional and filled with respect. Credit 
structures must use penalties, social pressure and legal action to ensure 
compliance, with the agreed upon uses of the funds. The authentic 
private or collective entrepreneurs understand these requirements, 
will respect them and be motivated by them. 

Every effort, therefore, should be made to direct economic 
development monies into credit mechanisms. This will not only 
develop discipline in the fmancial marketplace, but also create struc-
tures and organisations that have a life of their own, i.e. they will 
regenerate themselves, particularly if they charge market interest rates. 
They should be controlled by residents of the occupied territories so 
that loans can be given in accordance with their own priorities. An 
important secondary benefit will accrue from the creation of jobs and 
the development of the managerial skills required to administer such 
organisations as well as the skills required to provide advisory 
services. 

Palestinians will need to demonstrate a high degree of flexibility 
to create such structures, since all fmancial institutions have been 
disallowed by the authorities and it does not appear that this policy 
will change. However, despite constraints a good deal of capital is 
being assembled on a private basis. A random survey of 276 businesses 
taken in 1982 indicated that all but 3 per cent of their start-up funds 
had been accumulated privately.81f this creativity in private [mancing 
could be somewhat formalised, more people would be able to 
participate in the entrepreneurial process by obtaining loans. 

One of the most hopeful proposals lies in the recent establishment 
of a non-profit company, which plans, among other functions, to 
make credit available to farmers. Another proposition advanced 
by a Gaza lawyer capitalises on a novel but ancient solution. It would 
involve the creation of a financial company that would operate like an 
Islamic bank. There would be no interest and no customers, only 
partners. The company would simply be the co-ordinator between 
persons with capital and the individuals or collectives who have a 
business or the idea for a business.9 These are partial solutions that 
represent what is possible. The expansion of the entrepreneurial 
process depends on the implementation of creative credit schemes. 

318 



EMPOWERMENT AND ENTREPRENEURSHIP 

m. AGRICULTURAL PRODUCE MARKETING AND THE ENTRE-
PRENEUR 

1. Importance of agricultural produce marketing 

It is substantially true to say that the survival of Palestinians on their 
land depends to a large extent on achieving the effective and successful 
marketing of produce. Agricultural produce is an indigenous resource, 
where Palestinians can still significantly shape the production factors. 
There is also evidence to suggest that agricultural production can 
expand if markets can be found. Agriculture provides 24.8 per cent 
of all jobs in the occupied territories and is the largest Palestinian-
controlled income generator.lO The same entrepreneurial spirit that 
caused farmers to become more productive during the last ten years, 
must now alsodemonstrateitselfin a search for new markets. Thiswill 
involve considerable investment, acute attention to quality, sophisti-
cated management techniques and marketing skills. 

2. Constraints/opportunities in expansion 

Except for Gaza citrus, there are no packaging and grading facilities 
in the occupied territories. One expert indicated that the fruit and 
vegetables of the occupied territories come to market in poor condition, 
not because there is something inherently wrong with the product, but 
because the produce has not been processed properly. 11 The Palestin-
ian farmer is, therefore,left in a very poor bargaining position in the 
market This represents an opportunity for a private entrepreneur 
or an entrepreneurial collective to increase the value of produce and 
bring additional revenue to the occupied territories. 

The lack of packing and grading facilities is further negatively 
affected by the wooden boxes used for shipment. Presently the 
Jordan government allows only wooden crates to cross the bridge. 
There is some indication, however, that improved packaging such as 
styrofoam or cardboard boxes, may be allowed across the bridge in 
the near future. The restrictions on transport permitted to cross the 
bridge further adversely affects the profitability of produce being 
shipped to the East Bank. Only trucks registered before 1967 are 
allowed to cross. This has restricted transport and made it expensive. 
These are two regulations that must be lifted by the Jordanians before 
marketing to, or through, the East Bank can be substantially improved. 
It is hard to ascertain how much produce is sold to Israel and via Israel 
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to other markets. However, Israel makes it very difficult to market 
produce from the occupied territories in Israel. They essentially do 
not allow any competition with their own produce. This is particularly 
the case with citrus. Conversely, the occupied territories are open 
to Israeli produce. Additionally the authorities have not allowed 
shipments to the European market. The highly restricted, utterly 
undeveloped marketing structure represents a substantial entrepre-
neurial challenge. If overcome it would create a significant opportu-
nity to generate greater income and empower the agricultural sector 
of the occupied territories. The present marketing channels through 
the commission agents and exporters have demonstrated little interest 
in dealing with these issues. The marketing co-operatives are not 
really structured to undertake a marketing venture. The kind of 
dynamic strategy required does not exist. 

3. Description or a marketing venture 

Numerous discussions took place in the summer and autumn of 1984 
between development personnel, farmers and representatives of co-
opemtives to review the possibilities for creating some marketing 
leverage for Palestinian farmers. It became apparent that there might 
be potential for marketing produce in Europe. At flrst the group 
thought a study might be useful. Then they decided that the best way 
to assess the market would be actually to go to Europe and simply sell 
the produce of the occupied territories. 

A presentation package was developed, which focused on the 
vitality of the agricultural sector, its technological innovativeness 
and the quality of the produce. It also featured the sophistication, skills 
and education of Palestinians in the occupied territories. Business 
contacts were made in England, Norway and Sweden. The trip was 
convened under the auspices of the Jericho Marketing Co-operative. 
The manager was accompanied by a marketing consultant and an 
economic consultant. The objective of the trip was simply to bring 
produce importers from England, Norway and Sweden to the occupied 
territories at their own expense, to explore the possibilities of 
developing a business relationship. 

The marketing delegation called on 15 different importers. The 
responses were virtually all favoumble. The buyers were impressed 
with the quality of the produce and the comparative advantage offered 
by the sun-ripened Jordan Valley produce during the months of 
December to April. The only major questions were logistical and a 
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number of people were willing to assist in solving these problems. 
They felt that a niche could be developed for produce from both Gaza 
and the West Bank. The 'natural hot house' of the Jordan Valley 
presented an opportunity to diversify into crops grown specifically for 
the Scandinavian and British palates. 

The objectives of the trip were mel Three different individuals 
came to the West Bank and Gaza at their own expense to meet with 
producers. They liked the quality of the produce and felt there was 
a sound basis on which to attempt a business relationship. Five 
orders were placed for produce form the occupied territories to be 
shipped to Europe. 

A good deal of research took place to determine the proper 
packaging and the route by which the produce could travel. Both the 
Jordanian and Israeli routes presented significant but not necessarily 
insurmountable obstacles. The Jordanian route was problematic from 
a transport and packaging perspective. The Israeli route presented 
military and political obstacles. Contacts in the diplomatic, legal and 
Israeli communities suggested that it might be possible to break 
through the Israeli barriers and sell directly to Europe with an 
occupied territories identity. Logistically the Israeli route was the 
preferred route. 

4. Observations 

The most empowering aspect of the whole venture was that the 
importers were interested in doing business because they liked the 
quality of the produce. Since they were constantly searching for a new 
source of supply, this presented a good profit-making opportunity. 
The importers were interested in Palestinians as equals in a business 
relationship which would be beneficial for both parties. There was 
little interest in doing business because Palestine was under occupa-
tion. A tangible fmandal motive existed to break out of the 
constraints. There was no paternalism in the relationship. 

Empowerment in an economic enterprise comes from controlling 
as many facets of the production and marketing cycles as possible. It 
is imperative that Palestinians develop their own identities with the 
buyers. By working through middlemen, producers in the occupied 
territories are left in a vulnerable position. It also dilutes their profits. 
The flaw in the whole venture, that stymied any successfull follow-up, 
was that the prerequisite entrepreneurial will did not surface in the 
Palestinian community. The co-operative did not have the entrepre-
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neurial detennination or the managerial skill to undertake the difficult 
task. No one in the organisation had anything substantial at risk. The 
co-operative had no investment in the venture. The initiative would 
have had a better chance of success if the co-operative had shared in the 
cost of the marketing trip. Then, perhaps, there would have been a 
higher commitment on their part. 

Although it represents significant risk, this opportunity needs to 
be pursued. Not continuing with this or similar initiatives means 
continuation of the status quo and Palestinians of the West Bank and 
Gaza Strip will be stifled in the expansion of their agricultural sector. 
Little will be accomplished by further studies. Entrepreneurship is 
required, either collective or private, which will invest in a modest 
packing facility and then secure the best packaging available. It will 
then ensure that all the value-added, i.e. the extra profits from well 
packaged and graded produce, will be returned to the occupied 
territories. These individuals will then need to employ detennination 
and resourcefulness to obtain the required pennits and to solve the 
logistical difficulties. This is the kind of initiative that will allow 
Palestinians to break out of the strangulation of their agricultural 
sector and indigenous Palestinian resources. 

IV. INDUSTRIAL DEVELOPMENT AND THE ENTREPRENEUR 

1. Constraints 

Despite the decline of the industrial sector from 9 per cent of GDP in 
1968 to 6.5 per cent in 1980,12it has demonstrated resilience under 
powerful internal and external constraints in the absence of a benign 
government The4,020 metal products, textile, clothing, leather, food 
and beverage establishments represent a solid core of entrepreneurial 
will that provides employment for over 16,000 peopleP The 
industrial sector is in a position to provide some stimulus to the 
economy of the occupied territories that would empower them in the 
interdependent regional economic relationship. 

This vitality is even more noteworthy given the structural 
constraints described by Van Arkadie, '... the poorest economies, 
lacking sovereignty, of course, have had no opportunity to use 
traditional policy instruments, such as tariffs or the exchange rate 
adjustment to serve their own economic objectives' .14 Several devel-
opment theorists speculate that in some cases this lack of fonnality 
and structure allows some businesses to exercise their entrepreneurial 
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spirit. 
The industrial sector has also survived despite the fact that remit-

tances and foreign donor financed consumer spending has compelled 
domestic entrepreneurial will away from higher risk industrial 
ventures into mercantile and speculative strategies for capturing 
externally originating cash flow .IS This has been further compounded 
by the fact that about 80 per cent of all private capital is spent on house 
construction.16 

Mercantilism and construction are important components in the 
economic strength of any society. In the occupied territories they play 
a disproportionately large role and have caused entrepreneurs to adopt 
short-term, low risk strategies. Both these sectors are heavily 
dependent on external funding and are therefore vulnerable to a 
reduction in that funding. 

2. Simple strategies to promote import substitution and product 
innovation 

This paper does not envision a strategy that will radically or quickly 
alter the percentage of GDP that the industrial sector provides. How-
ever, it may be possible to encourage small tangible steps to reverse the 
trends evident since 1967 and change attitudes to industrial develop-
ment that will allow latent entrepreneurial will to expand and think 
creatively. This may lead to business opportunities that produce 
products to replace some of the US$ 860 million worth of imports with 
occupied territories production, as well as products that can be 
successfully exported. 

A development agency planned to encourage the introduction of a 
portable sprayer in the highlands of the West Bank, particularly for 
spraying pesticides on trees. No suitable sprayer was available from 
existing West Bank suppliers and the agency began to look elsewhere. 
Eventually a firm in Israel developed a very simple spraying unit by 
mounting a three horsepower gasoline engine and a suitable pump on 
a metal frame with handles so that it could be carried. 

In this case all the value added that might have been earned by a 
West Bank metal or machine shop was lost An opportunity was also 
lost to develop a West Bank production, distribution and service 
organisation which would ensure that this fine piece of technology 
continued to be produced and sold. 

The agency could have used its financial clout not only to effect 
technology distribution, but also develop a business opportunity to 
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encourage the entrepreneurial spirit. It could have provided a chal-
lenge and an incentive to a metal workshop. This incentive could have 
been in the form of a performance subsidy. The shop would be 
guaranteed a premium price for the fIrst 30 units produced. There 
would have been a risk-sharing incentive where the entrepreneur would 
have been guaranteed a return if he developed an acceptable product. 
The development agency could also have provided technical design 
support. 

An example from the garment trade will also illustrate the 
opportunity for creative development work. Over 400 establishments 
are involved in the garment trade in the occupied territories. 
Approximately 80 per cent provide subcontracting services to Israeli 
entrepreneurs. The value-added from this production which relies on 
relatively unskilled female labour all accrues to the Israeli economy. 
This clothing is generally oflow quality both in material and workman-
ship. It is ironic that a good deal of it is sold in the occupied territories. 
Approximately 20 per cent or 80 other establishments provide cheap 
fInished clothing, where the garment is sold either in Israel or the 
occupied territories. 

Palestinian garment manufacturers only provide the cheaper 
clothing bought in the occupied territories. Virtually all the better 
quality product is imported from Israel and Europe. The ability of 
Palestinian garment manufacturers to capture some of this market will 
depend on their ability to provide fashionably designed, high quality 
garments. 

One small garment manufacturer on the West Bank is attempting to 
produce high quality garments for local consumption as well as for 
export to Israel and the European market. This requires careful 
attention to detail and sophisticated design capability. The entrepre-
neurial will in the fIrm has already dealt successfully with the technical 
skills required to produce a top quality garment. Developmentmoney 
was used to provide the training and to bring workers to a high level of 
technical development. 

However, to expand into the potentially lucrative export field the 
firm needed sophisticated European design capability. The kind of 
talented individual capable of providing design support was 
expensive and beyond the flfIn' s fInancial capability. The flfIn needed 
venture capital to share the risk with them. The firm was able to attract 
two development partners who were impressed by their entrepre-
neurial capability. One is fmancing the export market. The other 
is funding the design capability. If the venture is profItable they will 
recoup their investments. Both of the development partners were 
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interested in an organisation that had demonstrated competence and 
was attempting to develop productive capacity that would add to 
the ability of occupied territories industry to provide new skills, a 
competitive edge, jobs and improvements to the economy. 

This section will conclude by drawing attention to an under-
utilised resource that has much to offer the entrepreneurial spirit of the 
occupied territories. The business community, particularly the highly 
successful diaspora Palestinian business community, has a great deal 
to offer in technical knowledge, potential joint venture capital and 
solidarity that is good for morale. It might be worthwhile for a 
development agency to bring delegations of entrepreneurs to the 
occupied territories to view the situation, exchange ideas and discuss 
business opportunities. These delegations could meet with both 
collective and private entrepreneurs. It would be particularly useful 
to draw on this expertise and investment potential as different 
individuals and groups are presently focusing on the potential for a 
variety of food processing ventures in the occupied territories. 

It is essential that the development of the industrial sector be 
supported by design and technical advice. The occupied territories 
do not need more, but better, more innovative metal workers, garment 
makers, soap manufacturers and food processors. However, this 
initiative can build on the entrepreneurial will in the 4,020 industrial 
establishments. 

V. CONCLUSION 

In his book Entrepreneurship for the Poor, Malcolm Harper under-
scores the importance of entrepreneurial will 

It has become clear that finance, raw materials, markets and 
buildings are not enough; business success requires the 
intangible quality of entrepreneurship, which can often enable 
somebody to obtain the necessary resources, without external 
assistance, while people without this quality appear to be unable 
to make effective use of the most lavish forms of assistance. 17 

An economic development strategy for the occupied territories must be 
built on the intangible quality of entrepreneurship and root itself in 
people prepared to incur the risks required to achieve an economic 
objective. 

The development of the entrepreneurship can be supported both 
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financially and technically. This assistance must be deftly 
administered. Money is a particularly blunt instrument and can be 
detrimental to the entrepreneurial process. Authentic economic 
development will function through credit and joint venture schemes, 
accompanied by technical support. The validity of a particular 
initiative will be demonstrated by how the entrepreneurial spirit 
responds, in developing new products, in selling agricultural produce 
and in expanding financial services. Entrepreneurship must be broadly 
defined if it is to be strategically useful in the quest for a Palestinian 
national identity. Simply creating more wealth limits the potential 
power of this concept. Meaningful entrepreneurship will lead to 
the empowerment of the Palestinian people in the struggle for their 
legitimate rights and aspirations. 

The development of a vibrant internal market can lead to the 
strengthening of links between Palestinians in the occupied 
territories. The successful manufacturing and marketing of products 
for internal consumption will promote self-awareness and lead to less 
dependence on imports. Company labels on products exported abroad 
will develop a positive international identity for Palestinians. The 
entrepreneurial wealth generated can provide a capital base to lessen 
the dependence of Palestinian institutions on external funding sources. 
These institutions will then have greater control over their financial 
resource base, and be able to implement policies based on Palestinian 
priorities. 

If such specific entrepreneurial endeavours are viewed in the full 
context of the Palestinian struggle, then the fostering of entrepre-
neurial will can be a powerful tool that will empower Palestinians 
as they gain greater control of their destiny. 

NOTES 

1. Mohammed K. Shadid, 'Israeli policy towards economic development 
projects in the West Bank and Gaza' (paper presented at the second NGD 
meeting on the Question of Palestine, Geneva, Switzerland, 9-12 September 
1985), p. 25. 

2. Ibid., p. 4. 
3. Paulo Freire, Pedagogy of the Oppressed (The Seabury Press, New 

York, 1970), p. 31. 
4. David Kahan. Agriculture and Water in the West Bank and Gaza (The 

West Bank Data Base Project, Jerusalem, 1983), p. 77. 
5. Note: the examples used in this paper will focus on the West Bank, since 

the writer is unfamiliar with Gaza. 
6. Michael Schulz, 'The Port Sudan small scaleenterprisesprogramme', 

(paper presented to workshop on the Development Approach to Refugee 

326 



EMPOWERMENT AND ENTREPRENEURSHIP 

Assistance, organised by UNHCR and ICVA, Lusaka, Zambia, July, 1985). 
7. Ibid., p. 9. 
8. Kate Rouhana, 'Economic trap in the territories', Al F ajr Palestinian 

Weekly, vol. 4, no. 289 (15 November 1985) p. 8. 
9. Ibid., p. 9. 
10. Central Bureau of Statistics, Statistical Abstract of Israel, no. 35 

(Central Bureau of Statistics, Jerusalem, 1985) p. 725. 
11. Ian Gibson, interview conducted February 1984. 
12. Meron Benvenisti, The West Bank Data Base Project: A Survey of 

Israel's Policies (The American Enterprise Institute for Public Policy Re-
search, Washington D.C., 1984), p. 15. 

13. Central Bureau of Statistics, Statistical Abstract of Israel, no. 35, pp. 
736,737. 

14. Brian Van Arkadie, Benefits and Burdens: A Report on the West Bank 
and Gaza Strip Economies Since 1967 (Carnegie Endowment for International 
Peace, Washington D.C., 1977), p. 45. 

15. Charles Sharnmas, 'Light industry in the West Bank', (unpublished 
study), Mattin, Rarnmalla, West Bank, 1984, p. 10. 

16. Ibid., p. 11. 
17. Malcolm Harper, Entrepreneurship for the Poor (Print Power, 

London, 1984), p. 5. 

327 



This page intentionally left blank 



15 

Summary and Conclusions 

George T. Abed 

The presentations at the symposium elicited lengthy and serious 
discussions both during the structured sessions, where individual 
papers were delivered, and at the final, open session where all 
participants had the opportunity to offer their own comments and 
analyses. This concluding chapter seeks to highlight the main points 
brought out by the discussions, presented in some useful 
perspective, both for the record and as an aid to further consideration 
by others. 

Indeed, the material in this volume has raised a number of 
theoretical and practical issues concerning economic development 
under repressive conditions that are worthy of further consideration 
and analysis. As one of the participants aptly noted, 'most of the 
underdeveloped societies are, in one way or another, occupied'. 
Scholars, students and activists in the various fields of social and 
economic development in the third world are invited to pursue the 
issues raised here in their own study and research. This applies 
especially to those who are engaged in the process of development 
in the occupied areas of Palestine. It is hoped that the presentation of 
this material will enrich the debate on 'development under prolonged 
occupation' and, more importantly, point the way to a better under-
standing of the issues and, ultimately, to the design of more relevant 
development strategies. 

I. THE NATURE OF THE PROBLEM 

A number of participants posed basic questions about the nature of the 
Palestinian economy, whether in the occupied areas or in Israel, and 
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about the nature of the challenge this economy faced in the domain of 
social and economic development. Some even wondered about how 
to view the Palestinian economy under the British mandate. Roger 
Owen, in his paper, had noted the ambiguity in the literature about what 
sort of economy that was and provided a useful, if rather succinct, 
answer ashe proceeded to give his highly informative analysisofwhat 
happened during the mandatory period. 

But questions remained for the more historically minded 
participants. Was the Jewish economy in Palestine a capitalist 
economy interacting with an Arab economy in pre-capitalist 
formation? But if the Jewish economy was indeed a capitalist 
economy, as its level of development at the time may have indicated, 
then how did it get to that stage? As one participant noted, capital 
accumulation (at least according to a Marxist perspective) depended 
on the generation of high rates of profit, which the Jewish economy 
clearly did not do. The Jewish economy in Palestine depended rather 
on considerable capital imports (as well as technology and know-how) 
from Jewish communities abroad. Does this feature invalidate the 
hypothesis of a capitalist economy or does it merely modify it? 

Another, perhaps more substantial point, raised by another partici-
pant was the policy of 'Hebrew labour' (the employment of Jewish 
workers to the exclusion of cheaper Arab labour) adopted and generally 
adhered to by the Yishuv. To the extent this was true, it would 
introduce more ambiguity into the hypothesis of a capitalist Jewish 
economy. Moreover, it is known that in the case of Jewish 
colonisation of Palestine, strictly economic factors were generally 
subordinated to ideological and strategic considerations, even in what 
appeared to be economic undertakings such as the purchase of land, 
the location of settlements, the choice of industries and of course 
employment and wage policies. On the other hand, as one participant 
noted, there were signs of emerging class distinctions in the Jewish 
society and even examples of strikes by Jewish labour against Jewish 
enterprises. One may note that these capitalistic features have become 
more pronounced in the modem economy of Israel in recent years. 

One participant viewed the development of the Yishuv in 
Palestine from yet another angle - that of a settler community, which, 
in due course, transformed itself into an imperialist power in the shape 
of the contemporary Israeli state. How accurate is this paradigm of 
a settler community and would it be applicable to the Jewish-Arab 
relationship during the British mandate? Did the fact that the settler 
(Jewish) community lacked the political authority with which to 
implement a classical settler programme over the native Palestinian 
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population invalidate this paradigm? And did the settler-native 
paradigm apply in what became the State ofIsrael after 1948? And 
how well does this paradigm hold up in the context of Israel's 
occupation and gradual settlement of all of mandatory Palestine since 
1967? 

Although the discussions at the symposium did not reach a 
consensus on these issues, the issues themselves remain central to an 
understanding of the dynamics of the Zionist political programme in 
Palestine. They are even more essential for delineating a Palestinian 
Arab strategy for dealing with the effects of this programme. What 
the discussion did make clear, however, was the primacy of the 
doctrine of political Zionism in every facet of the Jewish colonisation 
of Palestine. This doctrine, in its most elementary form, essentially 
viewed all of mandatory Palestine (and, according to some interpreta-
tions, certain areas beyond) as the historic land ofIsrael which belonged 
to the Jewish people and to which Jews everywhere have a right to 
return. All other 'non-Jewish' people living on this land would thus 
be viewed either as squatters to be evicted or, at best, as tenants to be 
merely tolerated. This became paramount in clarifying two issues 
that figured prominently in the discussions: the thesis advanced by 
Raja Khalidi which postulated a regional analytic framework for 
studying the Arab economy within Israel and the more central issue of 
'uprootedness and dispossession' which permeated the discussions on 
the nature of Israel's relationship with the occupied Palestinian 
territories. 

Khalidi's thesis, essentially a methodological proposition with 
deeper implications, proved, not surprisingly, somewhatcontrover-
sial. Some participants doubted, if not the accuracy, then at least the 
usefulness of the characterisation of the Arab economy in Israel as a 
regional economic unit of analysis. Khalidi himself had underlined the 
limitations, as well as the analytical strengths, of a regional approach 
in his presentation to the symposium (which, though not elaborated in 
his contribution to this volume, is more fully developed in his book 
on the subject). As an alternative, it was proposed that the 'Arab 
minority' in Israel be viewed as a national, ethnically distinct, group 
whose economic interactions with the Jewish economy were kept 
within a narrow sphere defined by the Jewish state's own exclusions 
and proscriptions. The differences in viewpoint could perhaps be 
examined in terms of the scope of this interaction and its 
susceptibility to expansion. Are the limits of this interaction pre-
determined and final, or would the 'Arab minority's' economy 
gradually overcome the 'regional' disparities and ultimately fuse with 
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the Jewish economy and become indistinguishable from it? If not, why 
not? 

Many among the participants thought it would not, for 
fundamental and immutable reasons. The' Arab minority' will, given 
the nature of the State ofIsrael, always be excluded from exercising 
meaningful influence within Israel's Zionist political structure. Its 
economic role is therefore predestined to remain within a clearly 
defined, rather inconsequential sphere of activity. While recognising 
the value of the insights gained from the Khalidi analysis, many 
thought that the relationship of the Jewish majority with the Arab 
minority in Israel was perhaps more usefully viewed through the 
analytic framework of 'internal colonialism' or the 'settler-native' 
paradigm postulated by others. 

The primacy of Zionist ideology in Israel's policies and conduct 
also defined the nature of the struggle over the Palestinian territories 
occupied since 1967. As some participants observed, Israel's 
historical and strategic claims in these territories were inconsistent 
with the hypothesis of a simple occupation made necessary by the 
unfortunate exigencies of war, the consequences of which could 
therefore be rolled back by the mere settlement of certain outstanding 
issues. Many emphasised the continuity of Zionist policies from the 
pre-1948 period through the occupation of the West Bank and Gaza. 
They underlined the importance of incorporating into the analysis of 
Israel's policies in the occupied areas the central concepts of 
'uprootedness and dispossession' (not only in the physical sense, but 
also in the social and cultural meanings of the terms as well). This 
would clarify not only the nature of the political struggle in which the 
Palestinian people were engaged, but also the true dimensions of their 
struggle for social and economic development in the occupied areas as 
well. 

Some emphasised the exploitative character of the relationship 
between Israel and the occupied territories. Highlighting the enormous 
disparity in power between the occupier and the occupied, they noted 
the almost unlimited capacity of the oppressor to recast the outcome of 
any activity undertaken by the oppressed, so as to validate the status 
quo and reinforce his own hold on the oppressed. In this connection, 
Israel's non-annexation of the occupied areas has had the beneficial 
effect (for Israel) of shifting virtually the entire cost of reproduction 
of labour to the Palestinians themselves (and, to a lesser extent, to 
the Arab countries and to the international community at large). Not 
only has Israel absolved itself of the costs of educational, health and 
social services needed to maintain the 100,000 Palestinian workers or 
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more who labour in its economy, it has also devised a system of excise 
fees and taxes that has rendered the occupation itself an economically 
painless enterprise. In such a situation, one wondered, was there 
any significant act of development that the Palestinians could 
undertake (such as in the fields of education, health or economic 
development) that would not in the end feed into, and thus reinforce, 
this exploitative relationship? 

Comparisons with the South African situation naturally emerged 
during and following a presentation (not included in this volume) on 
South Africa's policies toward the black population, in the context 
of the white regime's evolving search for solutions to the economic 
dilemmas posed by its own policy of apartheid. The speaker noted 
all the important differences between the two situations and warned 
against superficial comparisons. He did suggest, however, that in 
terms of a policy of effective separation, the Israelis had been more 
successful in the West Bank and Gaza than the South African whites 
were in the case of the Bantustans. Clearly, the demographic balance 
in the two places was an important factor in this outcome. For whereas 
the South African economy has grown more dependent on black labour 
and has therefore had to compromise its own restrictions on the 
residence and movement of blacks, an important factor in the gradual 
breakdown of the Bantustan system, the Israelis have succeeded in 
keeping Palestinian Arab labour totally separate, economically 
marginal, and its movement a strictly controlled commuting exercise. 

ll. THE CONTEXT AND THE AIMS 

The symposium participants, almost without exception, appeared to 
subscribe to the view that genuine and lasting economic development 
was possible only under conditions of full sovereignty for the 
Palestinian people in their homeland. This to most meant the end of 
occupation and the exercise of the right of self-determination. It should 
be pointed out that not all of the participants came to the symposium 
with this view in mind. Rather, they appeared to have reached this 
conclusion as a result of discussion and debate. 

If participants appeared to have reached a consensus on this 
fundamental conclusion, no clear convergence of views emerged on 
the intermediary questions of what to do in the meantime. Some of 
those who were engaged in development projects in the occupied 
areas raised the basic question of the kind of society for which a 
development programme was to be formulated. Wouldn't this society 
and its requirements for development be different before and after the 
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occupation ends? If the development process itself is not neutral, and 
given the long-term nature of the struggle against dispossession and 
occupation, how does one ensure that the development programme 
will escape self-bred corruption, external disruption or mere dissipa-
tion in the course of its long journey forward? 

It was noted that economic development programmes would be 
pointless if not directed by a vision of the kind of society one is seeking 
to build. Hence the need to clarify and outline such a vision. 
Moreover, a 'purely economic' development programme, even if 
accompanied and reinforced by social mobilisation at the grass-roots 
level, still lacked the basic ingredient of a political doctrine to be 
derived from the 'vision of society' noted earlier. Such a doctrine, it 
was thought, was essential for sustaining the forward momentum 
of development and for consolidating its gains over the long term. 
For in the absence of such a programme, material progress could 
become meaningless and even ephemeral. Even social mobilisation 
itself may not be benign. Grass-roots organisations that operate without 
a political programme could be exploited and turned into movements 
of mass demagoguery, with potential for corruption and even 
oppression. Others, however, emphasised the 'national liberation 
struggle' phase of current Palestinian history and underlined the 
potentially divisive efforts that might arise out of an insistence on a 
specific, ideologically anchored political programme. In any event, 
there was little time for pursuing these questions and, given the 
diversity of views represented at the symposium, it was clear that the 
discussion would have been lengthy and, most probably, inconclusive. 

There were also those few who disputed the need for a political 
programme on narrow and more pragmatic grounds. They contended 
that any economic activity leading to the creation of employment and 
increased production, regardless of the broader social or political 
implications, should be encouraged. The task of economic develop-
ment was, according to this view, a technical one to be handled by 
experts; the imposition of a political context on the process would 
only confuse the issues and jeopardise progress. As some pointed out, 
however, the avoidance of a commitment to a political programme by 
exponents of this view, especially in the circumstances of occupation 
and repression, was itself a reflection of a certain political stance, 
whose consequences could obviously be equally grave and damaging. 

This debate on the political content of development in the context 
of the occupied areas was echoed in a discussion of a presentation 
(not included in this volume) on the experience of Sarvadoya 
Shramadana, a non-political, grass-roots organisation that operates 
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mainly in the rural areas of Sri Lanka. It seeks to provide the population 
with basic needs through self-reliance and voluntary work. Although 
the movement appeared to have succeeded in mobilising large sections 
of the rural population to address their own basic needs (with a 
mixture of spiritualism, organisation, and appeal to self-worth) there 
was, in the minds of many, something missing in the formula. As 
admirable as the work of Sarvadoya Shramadana may have been, its 
greatest instructive value was in the simplicity, consistency and 
pragmatism of the approach. For the politically minded Palestinian 
development specialist, the approach appeared somewhat remote from 
the highly charged Palestinian experience. 

Even if one could set aside, for a moment, questions concerning 
the indispensability of a political programme to the development 
process, one could not avoid the fact that this process itself evolved 
within a political context. In the case of the occupied areas, this 
context is defined first and foremost by Israel's own objectives and 
policies in the areas; but it is also shaped by the larger struggle of the 
Palestinian people for self-determination and independence. This 
raises the question of the links between the development process within 
the occupied areas and its larger context. One is not speaking here about 
operational links, only about conceptual and programmatic interac-
tions that would provide for a modicum of harmony in objectives 
and consistency in approach. 

There was little doubt in the minds of many of the participants 
about the degree to which the Palestinians' broader struggle should 
influence the sort of development programme to be undertaken within 
the occupied territories. Some however lamented the small extent to 
which the valuable and specific development experience of the people 
in the occupied areas was used in the external formulation of 
development plans and programmes for the benefit of the occupied 
areas. 

Some of the papers and subsequent discussion dealt for instance 
with the aims, strategies and impact of the development assistance 
programmes operated by various official and non-official bodies, 
foremost among them the Joint Jordanian-Palestinian Committee 
which, during the period from 1979 to 1985, had allocated more than 
US$ 400 million to the occupied areas. Other development assistance 
agencies, some private Palestinian charities but mainly international 
official and quasi -official organisations, provided smaller amounts of 
project-related assistance. However, with only rare exceptions, each 
agency brought along, and introduced into a highly charged and fragile 
political environment, its own development doctrine and, more im-

335 



THE PALESTINIAN ECONOMY 

portantly, its own political agenda. These different, and often contra-
dictory, cross-currents have caused much confusion and have slowed, 
perhaps frustrated, the creation of a clear consensus on the outlines 
of an indigenous programme of development. 

This situation spurred one of the participants to point out the 
'penneability' of the Palestinian struggle for national development 
within the occupied areas, in contrast perhaps with other liberation 
struggles elsewhere in the third world, notably in South Africa. The 
ensuing discussion underlined the limits this penneability had placed 
on the ability of the leadership within the occupied areas to fashion an 
indigenous strategy of self-reliant development. The question was not 
how to isolate the occupied areas from these external influences, for 
in the circumstances this would be impossible and certainly undesir-
able, but how to take advantage of such influences to enrich and 
amplify the development effort. 

1l1. ELEMENTS OF STRATEGY 

Concerning the more specific aspects of social and economic devel-
opment of the occupied areas, the discussions at the symposium 
underlined certain issues that emerged from among many others as 
deserving priority attention and suggesting identifiable programmatic 
themes. 

Among the more recurring themes in the discussions was the 
notion of dispossession and dispersion of the Palestinian people. As 
one participant emphasised, nearly all of the problems faced by the 
Palestinian community in the occupied areas were solvable - perhaps 
not soon and maybe not easily or completely. Many of the trends cited 
by the speakers and the discussants, including the deterioration of 
social and economic conditions, were similarly reversible. What was 
not reversible, however, was the depopulation of Palestine. One of 
the key priorities of any development programme must therefore be 
the maintenance of a strong and vibrant Palestinian Arab community in 
Palestine. This echoed the call for incorporating the concept of 
dynamic sumud into the fonnulation and implementation of such 
programmes. 

Related to this overriding concern for sumud was the recognition 
of the potentially debilitating impact ofa prolonged occupation. Many 
of the participants emphasised the long -tenn nature of the occupation 
as being crucial to an understanding of its lasting effects and to the 
articulation of an effective counter-strategy. Such a strategy would 
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entail giving high priority to institutional development and to social 
mobilisation. These would constitute the best means for consolidating 
the gains of development and for promoting self-sustained economic 
growth. Some noted the remarkable capacity of the Palestinian 
community under occupation to grow and regenerate itself in defiance 
of the constraints, pointing to the large number and extensive scope 
of voluntary organisations in various fields of social, economic and 
cultural activity. The substantial body of experience accumulated by 
this section of society, and the self-reliant nature of the development 
programmes administrated by it, represented a major source of 
strength and resiliency for the whole of society. It should stand the 
Palestinian community in good stead during their lengthy struggle 
against the occupation, and it should constitute a more solid basis for 
undertaking genuine, democratically based development under con-
ditions of full sovereignty in the future. In this regard, one participant 
noted, the Palestinian community in the occupied areas was probably 
better equipped to deal with the challenges of nation-building and 
modernisation than some of the other Arab or third-world societies 
which had grown accustomed to the patronising guardianship of 
their bloated government structures. 

The dynamic, or perhaps more accurately the dialectic, nature of the 
political environment which governs the development effort in the 
occupied areas was also noted by some participants. Accordingly, 
development must not only strive toovercome the 'fixed' obstacles 
in the traditional social and economic structures, it must also 
confront the 'dynamic' drive of Israel to expropriate and colonise the 
land, and in various ways to disrupt and frustrate the normal processes 
of social and economic change. In such an environment, the 
development process takes on the character of a dynamic 'war game' 
rather than a simple duel with static obstacles. This characterisation 
would imply the need for pro-active and flexible strategies. Devel-
opment programmes must adapt to continuously changing conditions 
but must also maintain a steady course towards the overall objectives 
- not a trivial challenge. 

Another corollary of this characterisation is that development pro-
grammes may have to be constantly on the alert to address the most 
urgent problems, often in reaction to a policy or decision taken by 
the occupation authorities, rather than routinely seek opportunities for 
economic growth in a static environment. In this sense, the develop-
ment programme may have to be highly unconventional, at least 
in some of its features. Marginal land may have to be farmed even at 
an economic loss if that helps save it from confiscation. Traditional 
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industries may have to take priority over new, perhaps more 
profitable, industries if the fonner help preserve threatened resources 
or enhance economic independence at the local level. 

Many of the participants tended to emphasise the non-economic 
aspects of development which, although relevant in any development 
context, were even more critical in the case at hand. One participant 
expressed this point of view stating that economic development in 
the occupied areas did not 'really come down to economics, it came 
down to spirit...People can have a spirit within them which is undefeat-
able, and that is ultimately what we are aiming for under a situation 
of indefinite, or certainly prolonged, occupation'. 

Others who spoke to the same point underlined the importance of 
the human being in the process of social and economic change. 
Investment in human resources, whether in the fonn of academic or 
technical education or in the fonn of community service training or 
political education, becomes a critical, and largely unassailable, 
ingredient in this process. This point was highlighted in a 
presentation (not included in this volume) on the experience of the Caja 
Laboral Popular (CLP) in the Basque country of Spain, a burgeoning 
industrial co-operative which has developed into a remarkable 
example of self-reliant development. It was significant, one 
participant noted, that for nearly the first fifteen years of the CLP 
programme, the focus was on training and human skills development. 
Despite the phenomenal growth of the programme into a vast 
network of industrial and banking co-operative enterprises, the 
emphasis on the development of the human resources remained 
paramount. This point was also underlined in the context of the 
discussion of entrepreneurship in the economic development of the 
occupied areas. Whether viewed in the traditional context of business 
development or in the broader domain of social activism, it was 
emphasised that the central element in the process of change was 
the human being as an entrepreneur - his ability to cut through the 
veil of convention and banality and perceive opportunities, not 
discerned by others, for undertaking novel activities with a larger 
economic or social impact. 

The absence of national institutional structures in the occupied 
areas to serve as frames of reference for the articulation of comprehen-
sive development plans and programmes necessitated resort to a 
decentralised approach to development. It was noted, however, that 
the development effort, decentralised by necessity, has become even 
more fragmented under the influence of multiple interferences from 
the outside. Some participants underlined the need, therefore, for 

338 

THE PALESTINIAN ECONOMY 



SUMMARY AND CONCLUSIONS 

more effective co-ordination among the various agencies of develop-
ment active in or on behalf of the occupied areas. It was noted 
that co-oidination in the circumstances would not be easy, not least of 
all because of basic differences in political orientation and objectives. 
One obstacle that could continue to hamper effective harmonisation 
of development programmes, according to some participants, was 
the lack of clarity about an authentically Palestinian agenda for 
development in the occupied areas. Only by articulating such an 
agenda can the Palestinian people hope to rally other development 
programmes around a purposeful and common strategy. 

IV. PROSPECTIVES 

Some of the participants tried to deal with the difficult question of what 
would constitute a genuine Palestinian agenda for the development 
of the occupied areas. As indicated earlier, many saw the need for a 
vision of the future which would in turn elaborate a political programme 
capable of giving the development process the needed context. More 
specifically, and given the transitory nature of current conditions in the 
occupied areas, how did one formulate and implement a development 
programme that would reinforce the latent tendencies towards 
liberation and self-renewal rather than confirm existing injustices and 
repressive relationships? In other words, what constitutes emanci-
patory, as distinct from accommodating, development in the context 
of prolonged occupation? 

At the practical level, whether a development programme is 
emancipatory or accommodating depends in the end on how it deals 
with existing constraints and impositions. It may reinforce them and 
hence perpetuate the status quo, or it may seek to break them down and 
hence pave the way for liberationist development. 

Redirecting the focus of development to the most fundamental 
tasks, many of the participants emphasised that the development 
process must seek to preserve the basic fabric of the Palestinian Arab 
society that was threatened with dismemberment and disintegration. 
Development plans and projects must therefore be formulated so as 
to promote social cohesion in the community, to encourage collective 
effort and to reinforce shared values and beliefs. Resources must be 
protected even beyond their immediate economic value because of 
their crucial role in safeguarding the material foundation of society. 
Physical and social infrastructure must be maintained and, where 
possible, strengthened and made more integrated. 
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Beyond this, the development process must seek to build on 
existing indigenous strengths so as to extend the frontiers that define 
what is possible. This would require that development programmes 
and projects challenge existing constraints, either by breaking them 
down or simply by stretching their limits. As a minimum, the 
development process must not have the effect of reinforcing existing 
constraints and impositions. Projects must be directed at negating the 
unequal relationships created by the occupation, at reinforcing the 
links between the occupied areas and the larger Arab world, and at 
reducing the state of dependency on the Israeli economy. 

Further on, and beyond this more or less defensive strategy, the 
discussants touched upon the outlines of a somewhat more active 
approach which would seek to confront more directly the web of 
constraints that frustrate genuine development. This approach would 
require that the development process be viewed more appropriately in 
a dynamic context. This evoked the concept of sumud muqawim (active 
or dynamic steadfastness) as a strategy for resisting the debilitating 
effects of the occupation and for moving on to a development 
process anchored in self-reliance. Interpreting the dynamic context 
in its most authentic form, that of a war situation, and if one seeks 
emancipatory development in the face of such overwhelming odds, one 
might have to resort to a 'guerilla warfare' strategy of economic 
development. The large and dominating presence of the occupier's 
economy would not be confronted head on, but instead, one would 
search for opportunities for self-generated development at the micro, 
grass-roots level and, once the process took hold, build on the 
accumulated experience. The strategy would have to be anchored to the 
central role of the human being and to social organisation, rather than 
capital or technology. 

The approach as highlighted in the course of discussion would have 
to be highly decentralised, but internally consistent. Development 
would proceed horizontally, rather than vertically. The notion of 
'growth nodes' elaborated by some development economists in the 
context of the theory of unbalanced growth would be exploited, but as 
a basis for generalising the experience of growth horizontally, i.e. 
across economic sectors and geographic regions. The growth process 
under such a scheme would be balanced and synchronised, and it would 
seek to lift the whole socio-economic structure gradually but unre-
lentingly, up to a higher plateau of development. 

It was emphasised that such a strategy did not necessarily tie the 
Palestinian economy to primitive technology nor even to small-scale 
production. Any technology that could be indigenised, no matter how 
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advanced, would be admissible. Large-scale production was possible 
so long as it evolved out of a network of small-scale enterprises and 
provided that key elements of the production process were kept under 
local control. 

Some of the participants, while fully convinced of the merits of this 
approach, pointed out the risks involved. These arose not only from 
the adversary forces that could confront and disrupt this strategy; they 
could also emanate from other external interests which may, with the 
help of ample resources and in coalition with local vested interests, act 
to frustrate the grass-roots approach to self-reliant development in the 
occupied territories, which in the final analysis would inevitably 
challenge any externally imposed authority. 

Nonetheless, this approach could, with time and perseverance, 
help transform the society and economy. But by virtue of its inherent 
limitations it was bound to be slow, subtle and difficult. Only a 
long-term perspective will do. Most importantly, by transcending 
existing constraints and impositions, this approach would present a 
vision of strength, self-renewal and hope. Such an undertaking would 
not only help the Palestinian community survive during the period of 
prolonged occupation, it could also form a more enduring basis for 
establishing a more democratic and just society once the occupation has 
ended. 
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